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PREFACE 

Custom and convention very properly require that an 
author — at least of anything that looks like a text-book — 
should make suitable apologies for his action in accentuat- 
ing the homd and outrageous disproportion between 
supply and demand in the world of books, and that he 
should at the same time, for the benefit of reviewers and 
others, indicate what particular long-felt gap he imagines 
he is filling The object of this book is a very modest one 
The most important word m its title indicates that it is 
an introduction, and it is of the essence of an introduction 
that it should represent only a beginning of knowledge 
In academic study, as m social life, an introduction is no 
more than the first stage m the departure from a state of 
complete ignorance, leaving much to be learned later, not 
without constant possibility of surprise 
This book is accordingly designed to be used by the 
beginner, along with any of the innumerable text-books 
on economics which may be selected for the purpose ol 
study or instruction My own experience is that exposi- 
tion of current and accepted doctrine is always made more 
palatable if accompamed by a backward glance at the 
development of thought and opinion If it be true that 
the teaching of economics requires almost constant refer* 
ence to the tenets of the Mercantilists, of th^Physiocrats, 
of Smith, Malthus, List and a great cloud of other 
witnesses, then even a first-year student might properly 
5 
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have m his hands, and by his bedside, a book containing 
what he wants to know with regard to the development of 
economic doctrine This, with all respect to other books, 
is the gap which this volume is designed to fill 
For, in a sense, the available books on the history of 
economic doctrine are too full, too comprehensive — let us 
say, too good — for the ordinary student, however admir- 
ably they may serve the purpose of the student who is 
specializing The beginner is merely confused if he is 
told something about everybody, or if it is impressed upon 
him that Ortes and Justi call for mention Important as 
they may be, Ortes and Justi can very well afford to wait 
On the other hand, when the mterest of the beginner is 
engaged, he does want a fairly complete picture, and it is 
educationally better that he should have a fairly adequate 
idea of the landmarks, even if nothing be done to temper 
his dark ignorance elsewhere, than that he should have a 
diffused and confused knowledge of a wider field 
In this book, therefore — with my eyes on the beginner 
— I have endeavoured so far as practicable to mention 
no writer unless I could find space for something like 
an intelligible account of what he stood for I have 
accordingly proceeded by a process of selection and 
concentration, ruthlessly casting overboard people of quite 
considerable importance Thus in dealing with the 
Middle Ages, I have to all mtents and purposes confined 
the discussion to St Thomas Aquinas, so (apart from a 
slight reference to Turgot) I have placed on Quesnay the 
entire burden of the Physiocrats In the later period I 
have likewise restricted myself to those writers whom 
beginner are most likely to come across 
Not always have I been ruthless without a heavy heart 
McCulloch and the elder Mill I have indeed neglected with 
unruffled feelings Even the German historical school has 
gone without causing me much misgiving, somehow the 
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old controversy with regard to method ” seems less 
important to-day than a generation ago and, with this 
decline m significance the leading figures in that con- 
tioversy seem less insistently to require notice But I 
should have liked to present Cantillon who may yet come 
into his own when a promised reprint is more readily 
available, and patriotic motives made me hanker after 
John Law, who, as an economist, receives abroad a 
measure of respect withheld from him in his own countiy, 
where we tend to look upon him as a financial swash- 
buckler So also I should have been glad to find a place 
for Cournot the father of a long lme of mathematical 
economists But like other frail vessels an introductory 
text-book also has a Plimsoll lme and in deference to 
warnings regarding the dangers of foundenng due to over- 
loading, these and other precious bales have had to be left 
behind on the quay As a consequence of this policy of 
ngorous exclusion m order to allcfcv for fuller treatment of 
those mcluded, I flatter myself that in no other book 
professmg to be a history of economic doctnne are so 
many notable names entirely unmentioned 
There is evidence on all sides that the study of the 
development of economic doctnne is receiving to day far 
more attention m English-speaking countnes than was 
accorded to it by the last generation I should like to 
think that this little book may encourage what I regard 
as a praiseworthy tendency and that it may serve as a 
useful stepping stone to the more comprehensive works of 
Haney and of Gide and Rist 

ALEXANDER GRAY 

Marischal College 
Aberdeen 

Match 1931 . 



AUTHOR’S NOTE TO SECOND IMPRESSION 

I take the opportunity of a reprint of this book to record 
three events relating to the literature of the subject. 
Firstly, Cantillon’s Essen sur la nature du commerce en 
gdndral, referred to in the preface above, has now been 
published for the Royal Economic Society by Macmillan 
and Co Secondly, the work of Sur&nyi-Unger, mentioned 
on page 374, is now available m an English translation: 
Economics in the Twentieth Century (Allen & Unwin). 
Thirdly, a large and detailed work on the history of 
economic doctrine, by H W C Bordewijk, has appeared 
in Dutch under the title Theoretisch-histonsche Infolding 
tot de Economie It is largely devoted to the Mercantilists, 
the Physiocrats and the Classical School 


■April, 1933 
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** Political economy is perhaps the only science of 
which it may be said, that the ignorance of it is not 
merely a deprivation of good, but produces great 
positive evil " — Rev T R Malthus 

“ Political economy is a science at the same 
time dangerous and leading to occasions of sin “ 

—Cardinal Newman 

" Marshall was too anxious to do good ' ' 

— J. M Keynes. 



CHAPTER t 

GREECE AND ROME 

However recent in the history of human thought may 
be the development of a systematic body of economic 
doctrine, reflection, and to a certain extent speculation, on 
economic phenomena must be as old as human thought 
itself For if we accept the most notable of recent 
definitions of economic science, which in its popular and 
abndged version tells us that economics is the study of 
mankind m the ordinaiy business of life, it is obvious that 
stray reflections falling within the almighty sweep of such 
a department of knowledge must have passed through 
the mmd of man ever since he was capable of reflection 
at all 

The industrious gleaner may therefore collect from the 
oldest literature chance observations and stray remarks 
which the enthusiast may hail as contaming m embryo a 
doctrine of Adam Smith or the kernel of the philosophy of 
the Physiocrats Moreover— apart from the obiter diet* 
of poets and philosophers — all customs, institutions and 
laws must contain implicitly a certain measure of economic 
theory, even if it be never expressly propounded An Act 
which forbids usury involves a denial of the legitimacy 
of interest, and inferentially an affirmation of the barren- 
ness of money; customs with regard to inheritance (or its 
absence) imply views with regard to private property 
ii 
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The Code of Hammurabi, m fixing the price of the hire 
of boats and goats, and the wages of tailors, stone-cutters 
and other artisans, implied some sort of view with regard 
to the just price and the standard wage, the Mosaic Law, 
with its elaborate provision to secure all against poverty, 
represents, on the economic side, an extreme example of 
a State founded on a Poor Law 
Two conclusions follow from this In the first place, 
economic doctrine, whether it be held in solution in the 
laws, customs, and practices of a society, or whether it 
be precipitated as a more or less muddy deposit m the 
works of the theorist, reflects the condition of the society 
to which it relates In a sense, therefore, a study of 
comparative politics, meaning thereby an analysis of the 
changing structure of society, is a presupposition of a 
correct understanding of the development of economic 
doctrine No less important is economic history as that 
term is generally understood It is no accident that 
Malthus wrote on population at a time when population 
was rapidly increasing, or that Ricardo explored the 
intricacies of currency problems when the currency system 
was disorganized In short. Political Economy throughout 
has been m large measure an attempt to explain, within 
the existing^ framework and assumptions of society, how 
and on what theory contemporary society is operating 
The second conclusion is perhaps at first sight somewhat 
pessimistic It is that any body of economic doctrine 
can have only limited validity The " economic laws ” 
proper to a society resting on tradition, status and caste 
may be very different from those applicable to a modem 
industrial competitive society The theoretical economist 
might arrive at different conclusions according as chance 
may have assigned him to a mediaeval society with the 
implications of feudalism and the manorial system, to 
the Greek city state, where the flower of culture was 
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rooted in slave labour, or to the State of the Incas, based 
on the tyranny and the orderliness of the bee-hive 
Economic science, therefore, if it be a science, differs from 
other sciences m this, that there is no inevitable advance 
from less to greater certainty, there ts no ruthless tracking 
down of truth which, once unbared, shall be truth to all 
times to the complete confusion of any contrary doctrine 
No absurdity m the history of economic doctrine was, in 
its time, quite so absurd as it now appears to our com- 
placent eyes Moreover it is very seldom, if ever, possible 
to write off a heresy as having been for all time irremedi- 
ably discarded, demolished and exploded Old doctrines 
never die, they only fade away, with a strange power j 
of recuperation in an appropriate environment The! 
dominant opmion of any age, even if it has a flavour! 
peculiarly its own, is, on analysis, a fncassde of the' 
thoughts of all the ages, and the latest exponent of 
orthodox and accepted doctrine may to a later generation 
appear to have added at most one further ingredient or 
one choice condiment before passing it on 

Greece 

It is in the Greek writers that theorizing on economic 
matters, even if it may scarcely be termed economic 
theoiy, first expli citly em erges But the ancient world, 
even as represented by Athens, was in many ways but a 
poor soil for any kind of economic speculation, and 
consequently, unless to those who are fanatically deter- 
mined to find everything in antiquity, adumbration of 
economic theoiy among the Greeks will rather appear 
in the form of mcidental observations, thrown off m 
the pursuit of a more worthy end Two general 
considerations, which in fact involve a multiplicity of 
other influences, explain the relatively meagre attain- 
ments m such matters even of Greece, contrasted 



C4 DEVELOPMENT OF ECONOMIC DOCTRINE 

with her lustre in all other fields of speculation and 
intellectual enterprise In the first place, the ancient 
State was in general a strangely comprehensive institution 
The man and the citizen were identified Religion was a 
part of the machinery and the mysteiy of the State 
Ethics and politics were thus inextricably intermingled 
If the subject matter of economics could not be entirely 
eliminated or ignored, it was viewed merely as part of the 
general domain of ethical inquiry, as indeed happened 
more than two thousand years later, when Professor Adam 
Smith expenmented with “ The Wealth of Nations ” on 
the Moral Philosophy Class in Glasgow But the com- 
plete emancipation which Adam Smith conferred on 
economics could not be attained m Greece Economics 
was not merely the attendant and the handmaiden of 
Ethics (as perhaps she should always be), she was crushed 
and blotted out by her more prosperous and pampered 
sister, and later excavators, in search of the origins of 
economic theory, can only dig out disconnected fragments 
and mangled remains 

The second reason for the absence of any connected 
system of economic theory goes even deeper The 
ancient world, viewed as a whole, rested on a system of 
caste, and even Athens was not free from the hampering 
effects of such an inheritance The city state was 
founded on slavery, and inevitably where a slave class 
exists, the work assigned to a slave falls into disrepute 
and becomes dishonourable Throughout antiquity, and 
as markedly in Greece as anywhere, the work of the 
craftsman was regarded as incompatible with a " life of 
virtue ” To the Greek mind nearly all the activities of 
modem society would have appeared unworthy and 
debasing When slaves are at hand to do the work, work 
becomes the mark of the slave Agriculture almost alone, 
foi* a variety of reasons, escaped the contempt and the 
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censure of Greek and Roman writers, and consequently 
classical writers made further progress in the exposition of 
agricultural economics than elsewhere If the ordinary 
business of life ' was thus despised, it is hardly reason- 
able to expect that its study should be regarded as a 
subject worthy of sustained and mdependent investigation 
So far as economic theory is concerned, it is m Plato 
that Greek thought advances beyond the level of such 
wise saws as may be extracted from Hesiod and others 
and amves at some consecutiveness Yet Plato is the 
supreme example of the classical tendency to regard 
economics as a minor subsection of ethics and politics 
It is above all in The Republic and to a lesser extent in 
The Laws, where he indulges m ' an old man s game,” 
that Plato turns to economic questions The former is 
primarily a discussion on Justice and it is because the 
essential nature of Justice may perhaps be most easily 
discerned in the State — since for the short sighted the 
larger letters may be more easily read — that the 
disputants turn aside m the second book to discuss 
the State and its origin and are thus led to construct 
from the foundation an ideal polity It is noticeable 
that the origin of the State is attributed wholly to 
economic considerations "A state arises out of the 1 
needs of mankind no one is self sufficing but all of us 
have many wants ” x and moreover Plato mdicates that 
no other origin of a state can be imagined This fine of 
argument after a consideration of the essential needs of 
mankind leads to Plato's discussion of division of labour, 
which has so often been compared with the famous 
chapter m Adam Smith The essential needs of mankind 
are food dwelling and clothing so that the barest notion 
of a state must include four or five men — a husbandman 
a builder a weaver and perhaps a shoemaker or a 
1 The Republic Jowett's translation p 49 
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representative of some other similar occupation Each of 
these is, moreover, to confine himself to his own calling 
The governing considerations in the application of the 
principle of division of labour, as conceived by Plato, 
are then, firstly, that there are "diversities of natures 
among us which are adapted to different occupations," 
and secondly, and as a consequence of this, that “ all 
things are produced more plentifully and easily, and of a 
better quality, when one man does one thmg which is 
natural to him and does it at the right time, and leaves 
other thmgs " It is m order that this principle may be 
satisfied that Plato then extends his State to include a 
considerable diversity of other crafts — sailors, traders, 
retailers and others 

It is interesting to compare this passage with the corres- 
ponding section in Adam Smith, and to note how different 
is Plato’s method of approach to this fundamental 
problem T he starting pomt h ere is ethical there are 
diver sitie s oijiatures among men, and each should do 
what is natural to him Up to a certain point this may 
be a valid explanation of division into trades, unde r 
modem conditions, with such specialization as is presented 
m any large-scale system of production, it is, of course, 
absurd To speak of anyone's work as being “ natural " to 
hrnij, or as satisfying diversity of nature Adam Smith’s 
explanation of division of labour begins with an absurdity 
which he expands into something more tenable and com- 
prehensible Division of labour, he says, is due to the 
human propensity to truck, barter and exchange one 
thing for another, as though men, like overgrown school- 
boys, did different things for the sheer joy of subsequent 
" swopping ’’ But the following paragraph puts a differ- 
ent complexion on what, at the first blush, is a rather 
quaint theory Man, says Smith, in words reminiscent of 
Plato, has almost constant occasion foFlhe'help of his 
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brethren, but— unplatomcally— it is in vain for him to 
expect it from their benevolence only Divisi on of labo ur 
is therefore, for Smith^Jh e effe ctive* means" of dri ving a 
good bargain, it is a device whereby we can count_on our 
dinner from the butcher, relying not on Ins benevolence, 
bu t on his regard for his own interest 
The contrast between Plato and Adam Smith on this 
point is striking In Pla to, division of labour is the basis 
of the social o rganiza tion, the city is built up on division 
of labo\if7‘soJhat it jdmost reads as if there could be no 
State where every member of a community satisfied all his 
o wn needs In Smith it is a device for the ultimate 
advantage of those who practise it, operating, through an 
increase in their bargaining power Also, although it is 
not explicit m Plato, there is m The Republic a curious 
reversal of Smith’s famous dictum that division of labour 
is limited by the extent of the market In The Republic 1 
the extent of the market is imposed by the necessity of 
adopting division of labour The city must be large' 
enough to enable each to do what is natural to him In 1 
other words, division of labour m Smith leads to diversity J 
of occupation as its final result, m Plato it springs from I 
diversity of endowment as its first impulse 
The point on which appeal has most often been made 
to Plato relates to his advocacy of communism m the 
ideal state To appreciate the peculiar features of Plato’s \ 
communism it is necessary to consider (a) the scope, and! 
( b ) the ob]ect of these communistic institutions These 
will best emerge by tracing the course of Plato’s argument, 
leading up to the memorable passage at the close of the 
third book m which the principle of communism is 
enunciated Wfi-h ave seen t he city sw jelLout to allow for 
the a pplication o f the principle JDf. division of labour," so 
a s to include_m erchantmen, importers andj xporfer sT the 
organization of a mark,et.^ylth.^a_system or currency, 
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re tailers and hirelin gs At this point there is a pause in 
the argument, wehaveainygd at matured and 

perfected t and a dithy rambic hymn of praise is jplaced in 
the mouthof Socrates, descriptive _of the simple hfe which 
the~citizens will lead, therem It is only when Glaucon 
objects that this is but a " city ofjngs," devoid of the 
ordinary conveniences of hfe, that the argument acquires 
a new lease of hfe What is now, to be considered is the 
"luxurious state," and though the subsequent discussion 
is ordinarily accepted as a description of th e idealjtate, 
Socrates explicitly says that "inmy opinion the true and 
healthy constitution of the State is the one which I have 
described," that is to say, Glaucon* s city of pigs What 
is next to be discussed is, according to Socrates, a “ state 
at TeVei^aL^ndTE e'firsb result of Glaucon’s desire for 
"Ihe ordinary conveniences of hfe ” is a vast exte nsion 
o f the a ctivities of the community by the addition of 
actors, dancers, barbers, confectioners, cooks eThoc 
genus omne — and rather satirically, more doctors More 
relevant to the main line of argument is the contention 
that thejitate wili jiow require a slic e of the te rritory, of 
its neighbours, who in return will be similarl y co vetous, 
si nce m the conditions _suppo sed men wi ll ha ve exceeded 
the "limit of necessity," a nd have given themselves up 
to the_ilunlnnitedaccumuIataon of wealth ” This m turn 
leads to a further extension of the “population, this time 
embracing a whole army 

j Thus we arrive at the guardians, who practise an art 
which is not to be combined with any other occupation, 
since one man cannot practise many arts with success 
, The guardians require careful selection, likewise very 
careful education They must combine apparently contra- 
| dictory qualities, inasmuch as they must be dangerous to 
their enemies and gentle to their fnends We are not here 
concerned with the lengthy discussion of the education of 
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the guardians, nor with the subsequent distinction between 
" guardians in the fullest sense " (the real rulers) and the 
auxiliaries, but the words in which communism is enacted 
are of importance m specifying both the scope and the 
purpose of the commumsm prescribed The guardians) 
are to look round for a spot where they can best suppress! 
insurrections within and defend the State from enemies! 
without, and they are to encamp there Further, m order 
to ward off the danger that they may become enemies 
instead of friends of the citizens, their whole mode of life 
is to be such that they will not be tempted to prey upom 
the other citizens Consequently they are devoted to an 1 * 
ascetic method of life, they are to have no property 
beyond what is necessary, they are to receive a fixed rate 
of pay, sufficient to meet expenses and no more " Should 
they ever acquire homes or lands or moneys of their own, 
they will become housekeepers and husbandmen instead 
of guardians, enemies and tyrants instead of allies of the 
other citizens ”* 

Firstly, as to the scope of Pktn's m mmnnism , it is clear 
from the whole argument that it is_prescnbed only-iet-the 
limited- class of the guardians* who are indeed throughout 
t o live a semi-mdi ta iv jif e ■ It is, m fact, the communism 
of the camp Th e contra ry view has been a rgued alon g 
lings which need noTEe re~Be indicated, and one authority 
has contended that " a superficialxeading-of J'ht-Republic 
gives ~tE~e impr ession . that Plato recommends co m- 
mumsm solely fo r these upper sections .” 3 IflsT a lmost 
sufficient to note ~ that” "Aristotle himself is one of these 
superficiaT readers, it - is. entirely sufficient that Plato 
expressly describes the regulations as " appointe d by us 
for the guardians,” and even more, conclusive'isTus 
's tatement t hat if the guardians depart fro m t heir 

1 Ibid , Book III, p 106 

* Beer, Social Struggles in Antiquity, p 97. 
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[co mmunis tic life, they will become housekeepers and 
husbandmen 

Then secondly, as to the purpose of the guardians' 
communism, i t is noticeable tha t Plato in his motives is 
poles asunder from other communislic dr eamer s Elsewhere 
the cry for communism arises from an ag gneved sense, of 
the Injustice and monstrous inequality of the world Jt-is 
not so in Plato For his guardians, co mmunism is an act 
oflascefic" renunciation lit Is the condition on which alone 
they canTefficfently discharge their duties The work th ey 
have to do is so important that they may only do it 
properly on Condition that they remain' free of the snares 
and the entanglements of this world In its motive 
therefore it is akin to the cehbacy of the Roman Catholic 
priesthood T he obiect of Pla to's c ommuni sm is m no 
way to establish a right to equal enjoyme-nL-talher it is 
a part of the price that must be paid by a class, on whom 
special responsibilities have been i mp osed An interest- 
ing, if trivial sidelight, illustrative of the fact that the 
whole arrangements with regard to the guardians are 
designed to free them from the ordinary troubles of life, 
is furnished by the provision that when a woman guardian 
has a child, the process of suckling shall not be protracted 
too long “ the mothers will have no getting up at night 
or other trouble but will hand over all this sort of thmg 
to the nurses and attendants ” x 

A slight glance at The Laws, as supplementing the 
teaching of The Republic, is almost essential T he L<m s 
is. the. work of .an. jold ma n whose fire is spent, and j orne 
hayeion nd m it th e marks of the disillusionment of age 
Yet here Plato . stilLdingsJp Ihfi. old ideal “The first and 
highest form of the State and of the Government and of 
the Law is tjiat_ in_ which there prevails most widely 
the _ancient saying "that ' Friends have all things m 
1 The Republic, Jowett's translation, p 154 
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c ommo n ’ ” l But that is rather a State for gods and the 
£ons of gods, and therefore he now outlines the State 
which " when created, will be nearest to immortality and 
the only one which takes the second place ” Such a 
state comprises 5,040 lots, since the city must not be too 
large and the citizens should be known to each other, and 
this figure is administratively convenient, as it is divisible 
by all numbers up to ten There is no longer an y 
qu estion of communism, since r ' community 0? goods 
g oes beyond their p roposed origin, and nurture, and 
education ” THe~reguIsLfTo'ns throughout are to aim at 
a middle and contented condition of hfe, based on the 
doctrine that poverty is to be regarded as the increase of 
a man’s desires and not the diminution of his property 
No one is to possess gold or silver except as com for 
daily use, and the currency of the country is to be peculiar 
to it and not acceptable abroad Inequality of condition 
cannot be avoided, but undue disparity, arising from 
extreme poverty or excessive wealth, is to be guarded 
against For tins purpose the population is to be divided 
into four classes, the limit of poverty being one lot which 
is to be guarded unimpaired, while the maximum posses- 
sion is to be the equivalent of four lots, the surplus to be 
surrendered to the State 2 No money is to be lent at 
interest, and, more startling, there is to be no obligation 
to repay even the capital, a provision explicable on the 
ground that this is to be a society of half-brothers, if not 
of brothers, and that there is a definite restriction imposed 
on the amount of permissible wealth 3 
Certain of the old restnctions remain No citizen is to 
be occupied in handicraft arts, for citizenship is an " art 
which requires much study and many kinds of know- 

1 The Laws, Jowett’9 translation, p 121 

* Ibid , p 127 

• Ibid p I 2 i 
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ledge, and does not admit of being made a secondary 
occupation " No one is to follow two crafts, and for the 
purposes of this regulation citizenship is to be regarded as 
a craft, and the study of virtue as a full-time occupation 
Among other points i t is perhaps worthy of mention 
that the second best State is to enjoy free trade and 
completfimm unity from import and export" duties, subject 
only "to the importation of unnecessary luxuries and 
the exportatroif or wRiris wanted in the country bemg 
prohibited . 1 Retail trade is forbidden, and there is also 
a curious desire to preserve the virtues and the purity of 
the city by removing it to a safe distance from the sea, 
for " the sea is pleasant enough as a daily companion, 
but has indeed also a bitter and brackish quality, filling 
the streets with merchants and shopkeepers, and begetting 
in the souls of men uncertain and unfaithful ways ,rz But 
mto the rather wearisome details of the State contemplated 
in The Laws, it is unnecessary here to enter 
When we turn to Anstotle, we are confronted with a 
writer who, by his analytical frame of mind, went further 
than any other thinker in antiquity in the direction of 
detaching a separate science of economics This is not 
the place to consider his political theories, but his starting 
pomt that man is by nature a political animal enthroned 
for him the science of politics, so that ethics and economics 
ahke were viewed by him from a political angle Two 
points are of peculiar mterest to the economist The first 
is his destructive criticism of Plato's communism m the 
second book of the Politics, and the other is his analysis 
of the household, leading to a discussion of the economic 
| bases of society On the former point, with the argu- 
ments of all the ages ringing m our ears, Aristotle’s 
contentions may appear hackneyed What he says about 
the snares inherent in community of wives need not 
1 Ibid , p 230 * Ibid , p 87 
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detain us, it never has been, and is not now (it may be 
hoped) an urgent question. But his arguments on the 
general question of community of property might date 
from the present year of grace It is still true that 
" people pay most attention to their own pnvate property 
and less to that m which they have but a part interest "* 
— as witness the carved hieroglyphics on the seats in any 
public park contrasted with the reverence {laid to the 
domestic Chesterfield 

Aristotle's arguments, in the mam, are of a highly 
practical character, m short, that a system of communism 
would not work, and that it violates natural human 
instincts There would be disputes between those who 
get less and work more, and those who get much and work 
little 1 2 — the old difficulty of distribution among frail, 
grudging and suspicious men Unity built on communism | 
is in fact a delusion, the common purse leads to quarrels 
arising out of tnvial causes Moreover there is an 
immense advantage in the sense of pnvate property It 
corresponds to natural instincts, “ the love each individual 
bears to himself is not purposeless,” as he remarks m a 
phrase in which we seem to catch the tones of Adam 
Smith’s invisible hand Again, in an argument which is 
still common, though of doubtful cogency, he urges that 
community of property would destroy the virtue of 
liberality His own position is not, however, merely 
negative As against reformers m a hurry in all ages, he 
contends that the evils are due, not to the institution 
which it is proposed to destroy (in this case pnvate 
property), but to defects in human nature Unless that 
is first amended, he would seem to say, there will be no 
advantage in abolishing something which in itself may be 
used for good or evil " The existing system, if embel- 

1 PoltUcs. Book II, chap 3, Welldon's translation, p. 43. 

* Ibtd . Book II, chap 5, p 48 
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lished by the moral tone of those who hve under it and 
^by a code of wise laws, would be far superior." 1 Hie 
ideal which Aristotle outlines is thus that of private 
possession with use in common, so far as that may 
be practicable — m modem language, private property 
mellowed by a sense of the responsibility of wealth, a 
position not so different from that of the Christian 
Socialists 

Apart from the dispute regarding communism, the mam 
part of Aristotle’s economic teaching is to be found in the 
first book of the Politics The place which this discussion 
occupies in his general treatment flows from his general 
theory of the State The State has in all cases a natural 
existence, it is the complete development of the earlier 
associations, the household and the village, and Aristotle 
accordingly proceeds to consider, as the logical first step, 
the economy of the household Here there are three 
fundamental relationships to be borne in mind, that of 
master and slave, of husband and wife, and of parent and 
children The fourth and last of the parts of Domestic 
Economy is the art of finance, which is not to be confused 
with Domestic Economy, since it is the business of finance 
to provide and of Domestic Economy to use that which is 
provided 2 

, Under the section which deals with the relationship of 
master and slave 3 occurs Aristotle's celebrated defence of 
slavery, which sounds so oddly in modem ears The 
principle of rule and subjection is, he says, inevitable and 
beneficent, and there are “ natural slaves," persons who 
are as far inferior to others as the body is to the soul, or 
a beast to a man In these cases a life of slavish subjec- 
tion is advantageous Anst otle is not blind to the obvious 
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objection that, as he puts it, it may happen “ contrary to 
the intention of Nature that those who possess the bodies 
do not possess the souls of free men and vice versa ” * 1 * 
for even if there be those who are " slaves by nature/’ it 
calls for supreme faith to believe that the accidents of life 
should at any time sort out the slaves and the non-slaves, 
m accordance with the definition of a " natural slave.” 
Hence he distinguishes between natural and legal slaves, 
and speaks of the law bemg a convention accordmg to 
which all conquests in war are the property of the 
conqueror The whole discussion is curious and uncon- 
vincing, and is perhaps best viewed as a reflection of the 
fact, not merely that many slaves were well-treated, but 
also that their position would have been worse but for the 
institution of slavery 

Coming to the question of acquisition or wealth-getting , 3 
Aristotle is concerned to show how far it is or is not a part 
of Domestic Economy Clearly part of wealth-getting 
must belong to Domestic Economy, since the household 
requires to be supplied with what is necessary, if this is 
not already provided This leads to the rather cunous 
distinction between true or genuine wealth to which there 
is a limit, and another unnatural kind of acquisition 
(finance in the bad sense) to which there is no limit 
Nature supphes men with the means of subsistence which 
are gathered in various ways, so that men’s lives may be 
classified as those of the nomad, the husbandman, the 
bngand, the fisherman and the hunter Property which 
iso arises is *' assigned by Nature,” and such property and 
such alone constitutes genuine wealth Apart from the 
odd appearance of the bngand in this galley, this is 
merely, in the mam, an anticipation of Physiocrahc 
thought Here also, so far as concerns real wealth, that 

1 Ibid , Book T chap 6, Welldon, p 13 

• Ibid , Book I, chap 8 
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is to say the acquisition of the means of subsistence, there 
»s a definite limit assigned, smce wealth m this sense must 
be limited by the needs and the purpose of the household 
and the State 

As against this, there is another kind of finance, 1 which 
does not have a natural existence and which is ultimately 
[based on the distinction, familiar long afterwards as that 
(between value m use and value in exchange Every 
object has two uses, the shoe has a use as a covering for 
the feet, it has also a use as an article of exchange So 
long as we are jn the region of primiti ve barter, we a re* 
still concerned with what is natural, but this has ceased 
wh en we come to! -retail trading, where exchange is 
“ earned beyond the. point of satisfying mere require- 
ments " Out of mere simple barter to satisfy 'a real 
need, the evil art of finance— retail trading— develops as 
a natural consequence after the introduction of a system 
of currency, the successive stages of which are noted with 
a fair approximation to the discussion in Jevons's text- 
book Finance, in the natural sense, is a part of 
Domestic Economy Unnatural fina nce is not, it p roduces 
moneylnerely by means of exchange, and h ere wea lth is 
unlimited The one, th e healthy, might be desenbed as 
the acquisition of the means of living, the securingof the 
"pre-requisites which Nature ought to provide", the 
other is merely money-making The one is la udable; the 
oth er enrich es one party at the expenseof theTotKer But 
of all evil forms oTfmanceTTKe worst is usury, since here 
money produces the gam itself, and is diverted from the 
purpose for which it was devised 

In his final classification, apart from the healthy kind 
of finance which belongs to Domestic Economy and com- 
prises primarily such thmgs as stock-farming, husbandly 
and bee-keeping, and the unnatural which belongs to 
1 Ibid , Book I, chap g 
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trade and comprises commerce, usury and hired labour, 
Aristotle allows for a third kind of finance which is inter- 
mediate and comprises something common to each of the 
others This class is concerned with the products of the 
earth which, however, " do not yield fruit,” such as wood- 
cuttmg and mining — those industries, indeed, which we 
should now describe as extractive 

Apart from the Politics, there is also a passage m the 
Nicotnachaan Ethics (Book V, chaps 7 and 8) which is 
of some economic interest Aristotle is there concerned 
with justice in pnvate dealings Discarding the mathe- 
matical theory of proportion m which his doctrine is 
embedded, the central point of his teaching is that “ when 
people get as the result of exchange exactly what they had 
at the beginning, neither more nor less, they are said to 
have what belongs to them and to be neither losers nor 
gamers ” x How is this principle to be earned out’ 
That things may be exchanged, they must m some sense 
be comparable, and hence money is invented It measures 
all things, and consequently, m the case taken, that of a 
cobbler and a builder, it measures the number of shoes 
which are equivalent to a house " As a builder then is 
to a cobbler, so must so many shoes be to a house or a 
meal ” It is the demand for mutual services which binds 
society together, and money is the recognized representa- 
tive of this demand M oney. Aristotle sa vs-jn this 
passage, has pqt a natural -bu t a conventio nal (vo/iai) 
e xiste nce, and for this reason it JSJCalled [money (vomer/taj ' •* 
it -is within our. -power to change it and make it useless, 
a doctrine which would seem lo possess kinship with 
Knapp's theory that money is a cr eature of the law. 
Money, he adds, is serviceable for future exchan ges ; it is 
a guarantee that if we do not desire a. thing now^we shall 

* Ethics, Book V, chap 5, Welldon’s translation, p 149 

* Ibid , p 153 
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be able to get it when we do want it Though the value 
of money is not always the same, it tends to have a 
more constant value than anything else Anstotle was 
obviously not unfamiliar with certain orthodox views 
regarding the nature and the functions of money. 

One last point worthy of passing mention is that 
Anstotle’ s attitude towards " mechanics ” and their share 
in the State is m line with that of most wnters in antiquity 
It is summed up in the general statement that all who are 
indispensable to the existence of the State cannot be 
regarded as citizens, and that m the best State (whatever 
may happen elsewhere) citizenship will not be conferred 
upon any mechanic 1 There is here a striking similanty 
to the passage in the Book of Ecclesiasticus m praise of 
lartificers " Without these cannot a city be inhabited ”, 
yet ” they shalTnortJe-sougTit for m publick counsel " a 

Inasmuch as Aristotle comes nearest to a consistent 
body of doctrine it may be convenient to summarize how 
far he had reached T he starting pomt of his disc ussion 
regardin g the relation 6 rimance_to Domestic Economy 
rests to a certain e xtent on a PhysiocratnTview of the 
superior place o f Nature in the production of true wealth, 
wealth having here a somewhat ethical sig nifican ce and 

1 Politics, Book III, chap 5, Welldon, p 113 

1 Ecclesiasticus xxxvm v 32, 33 The corresponding passage 
on the same subject m Xenophon (( Economtcus IV, 2, 3) is 
interesting, inasmuch as the writer assigns reasons for the 
contempt of the illiberal arts “ They utterly ruin the bodies 
of workers and managers alike, compelling men, as they do, to 
lead sedentary lives and huddle indoors, or in some cases to 
spend the day before a fire Then as men’s bodies become 
enervated, so their souls grow sicklier And these vulgar crafts 
involve complete absence of leisure and hinder men from social 
and civic life, consequently men such as these are bad friends 
and indifferent defenders of their country Moreover, in some 
states, particularly in those accounted warlike, no full citizen 
is permitted to practise the vulgar arts ” (As translated in 
Laistner's Greek Economics, pp 39, 40 See also Loeb edition, 
P 39 T 1 
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being related to the satisfaction of needs actually fel t 
His condemnation of unnaturaFfmance, or mere accumu- 
lation, is based on an acute analysis of the distinction 
between value-m-use and value-in-exchange He analyses, 
in the main with justice, the development and the func- 
tions of money, and is commendably clear as to the 
distinction between money and wealth, though on the 
other hand money remains for him exclusively a medium 
of exchange, and it is to his adherence to this view that 
his condemnation of usury must be attributed So, n> 
the same way, the nature of capital escapes him, exchange 
in itself is barren, being ultimately and ideally merely an 
interchange of equivalents Some of his observations on 
the unnatural kind of finance, viewed as the manifestation 
of an impulse to accumulation, are not without a certain 
suggestiveness of Marxian criticisms of the hunger of 
capital for surplus value On the subject of value itself, | 
Aristotle definitely ranges himself with those who seek a 
subjective explanation It is m the demand for mutual 
services that value is rooted, and it is this principle of 
demand which binds society together Such, summarily, 
are the main features of the Anstotehan approach to a 
body of economic doctrine 

The third Greek writer to contnbute certain embryonic 
elements to an economic science is Xenophon, who 
apprnarhes matters through out m an entirely practi cal 
spifll. _ His-^ac hi eyement is pejhaps.„-greatef, t han has 
g enerally bee n admitte d, a nd even, wljgtsJiis speculation 
is confus ed, it may at least be pleaded on his behalf that 
the man who gives a wrong answer to a question has 
at least made some progress, insofar as he realizes that 
a question exists The pleasantly innocuous dialo gue 
( Econo %i’”j<, rtev nled to a discussion of the pnn eiples of 
estat emanagfiment, o pfns with an analysis. qL mealth in 
the man ner pl t Rpskin_ Wealth is onjy wealth to him 
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who can use it, or, more epigrammatically, usefuLthings 
areThoSe Things whiHTbheTtnows how to use, so alsa»j£ven 
money is not wealth to him who does not know how to 
useTr T “Further, wealth is to be interpreted m relation to 
needs the man of simple tastes and little substance is 
wealthy in comparison with the man of great possessions 
on whom excessive claims rest All this is the stuff of 
which proverbial philosophy and the home-spun poetry 
of contentment are woven Primarily, Xenophon is 
an agricultural wnter, and it is of in terest to note 
that he furnishes the motto to Quesnay and the Physio- 
cratic school many centuries later ‘ ' When hu sbandry 
flourishes, all the other arts are in good fettle, but when- 
ever the land is compelled to lie waste, the other arts of 
landsmen and manners alike wellnigh pensh " 2 His 
praise of agnculture is indeed of Physiocratic excess It 
‘is the easiest of all things to learn, none gives quicker 
returns (to a careful man), it is the giver of all things, no 
art is " dearer to servants, or pleasanter to a wife, or 
more delightful to children, or more agreeable to fnends ”* 
Moreover, on Xenophon, has been fathered an approach 
tolhe familiar agents of production, two — land and labour 
— bemg recognized, for though agnculture or the land 
supplies good things in abundance, " she suffers them not 
to be won without toil l’ 4 So also in a fumbling way he 
approaches, or seems to approach, the Law of Diminish- 
ing Returns’ "t he landown ers could all tell j^ou how 
many teams and how many~Tab ourers are re quired for 
their_ estates If anyon e jSmplpysHia nds i n excess of 
re qui em en tg , is ™>rirnnpH as ajgss ”® 

| It is, however, in the short essay on The Ways and 

1 Loeb translation, pp 367, 409 
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Means to Increase the Revenues of Athens 1 that 
Xenophon is most interesting, most enlightened and 
p erhaps also mos t confused Here he is~concerned w ith 
finding a " remedy for the poverty of our citizens," and 
the tract therefore resolves itself into an elementary 
discussion of public finance Throughout, a more liberal 
view than customary is manifested The foreign residents 
are seen as a source of revenue, and Xenophon argues 
for the abolition of all regulations that inflict disabilities 
on this class He is indeed anxious to attract “ more 
and better class foreigners to settle at Athens," and 
in pursuance of this policy he would show favour to 
merchants — by free seats at festivals and invitations to 
banquets No less significant is his suggestion to raise a 
capital sum to provide accommodation for merchants and 
shops and houses for retail dealers Equally enlightened 
is his contention that it is the cities which have been 
longest at peace that have been most prosperous, despite 
the booty of war, it is m peace that wealth is accumulated, 
it is m war-time that it is spent 
More cunous are the views expressed by Xenophon 
with regard to silver-mining Here, with grotesque over-) 
statement, is an industry following the Law of Increasing/ 
Returns, the greater the number of people employed, the 1 
more prolific becomes the ore Elsewhere excess of] 
entrepreneurs leads to their bankruptcy, excess of com- 
modities leads to cheapness But there is no limit to the 
demand for silver* " Silver ore will never give out, and , 
silver will never lose its value " Gold does not have this I 
marvellous property; for “ when an abundance of gold 
makes its appearance its value depreciates, and it sends up 
the price of silver " Consequently the city should acquire 
slaves to be let out to work in the silver-mines, and m 
order to overcome the risks inherent m opening new 
1 Printed in Laistner, Graek Economics 
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cuttings, he suggests something approaching to a joint 
stock method of operation 

Even a brief survey of Xenophon would be incomplete 
without reference to a passage in the Cyropadia which, 
'being quoted by Marx and others, has become one of the 
curiosities of economic literature It represents division 
of labour as applied to the kitchen, run mad, with one 
man to boil fish and another to bake them Here, surely, 
the centuries have shown retrogression 1 

Apart from these three main representatives of Greek 
thought, a passing reference is perhaps due to the 
dialogue called Ervxias. which is of interest as b eing 

* " For just as all other arts are developed to superior 
excellence in large cities, in that same way the food at the king’s 
palace is also elaborately prepared with superior excellence 
For m small towns the same workman makes chairs and doors 
and ploughs and tables, and often this same artisan builds 
houses, and even so he is thankful if he can only find employ- 
ment to support him And it is, of course, impossible for a 
man of many trades to be proficient in all of them In large 
cities, on the other hand, inasmuch as many people have 
demands to make upon each branch of industry, one trade 
alone, and very often even less than a whole trade, is enough 
to support a man one man, for instance, makes shoes for men, 
and another for women, and there are places even where one 
man earns a living by only stitching shoes, another by cutting 
them out, another by sewing the uppers together, while there 
is anotner who performs none of these operations but only 
assembles the parts It follows, therefore, as a matter of course, 
that he who devotes himself to a very specialized line of work 
is bound to do it m the best possible manner Exactly the same 
thing holds true in reference to the kitchen, in any establish- 
ment where one and the same man arranges the dining couches, 
lays the table, bakes the bread, prepares now one sort of dish 
and now another, he must necessarily have things go as they 
may, but where it is all one man can do to stew meats and 
another to roast them, for one man to boil fish and another 
to bake them, for another to bake bread and not every 
sort at that, but where it suffices if he makes one kind that 
haa a high reputation — everything that is prepared in such a 
kitchen will, I think, necessarily be worked out with superior 
excellence ” (Cyropadta, Book VIII, u, 5-6, Loeb translation 
PP 333-135) 
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devoted wholly to an analysis of wealth , a nd which clear ly 
di stinguishes between matenafand immaterial wealth , so 
that " i n exchange for their ar t” men may ob tain t he 
necessaries of life , 1 and to Aris tophanes* wholly d iverting 
play EcclesiazuH . a a klJ t _QQ com mnTj^m (not neglecting 
votes for women) which is full of the most m odem 
thrusts. ” ~"~"' 


Rome 

Economic doctnne m Rome may be more summarily 
discussed As a record of social struggle, the history of 
Rome is of the highest importance, but the specific con- 
tribution which Rome made to theory is meagre to the 
extent of being negligible Moreover, such as it is, it is 
largely an echo of Greece It is indeed in accoftiance 
with the genius of the Roman people that their theory 
should be implicit in their actions, their laws and their 
jurisprudence, rather than explicit in the works of pro- 
fessed theorists It is a wise observation of Roscher’s 
that m Rome it was the most practical men who concerned 
themselves most with economic matters, and their most 
influential thought on economic questions, being m effect 
the economics of the Civil Service and the Law Courts, 
was never formally propounded 

Another characteristic of such economic fragments as 
Rome offers is that much of it dates from a time when 
the splendour was dimmed, and when the more far- 
sighted could see the hastening approach of the day of 
rum It is therefore mixed up with a good deal of head- 
shaking over evil times, and lamentations, doubtless 
sincere, over the departure of the days of primitive 
simplicity. It thus becomes on one side a criticism of 
the weaknesses of the times, and the praise of agriculture 
—a common feature of ancient thought— is m part also a 
1 Laistner, op ctt . p. 4s. 


B 
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sigh for a vanished simplicity and a censure of prevailing 
ostentation and greed 

The contribution of Rome to the discussion of economic 
topics — even if it may not amount to a theory— falls 
conveniently and traditionally under three groups the 
p hilosophe rs, the a gricultural writer s and th e juris ts. A 
few points may be noted under each heading 

Of the philosophers (of whom Cicero, Seneca and Pliny 
may be taken as typical) it may be suggested that in so 
far as they merely censure luxury, or emphasize the 
beauty of simplicity and the right uses of wealth, they 
are pnmanly moral rather t ha n economic te achers ~"To 
a "considerable extent this exhauste~their“cohtent On 
-other questions there is little that is new One of th e 
mos t illuminating passages in Cice ro's D e Officits is that 
m praise of agriculture.^ wETcFTs also and ev en"' more 
emphatically in dispraise of all otRer occupations 1 In 

1 " Now in regard to trades and other means of livelihood, 
which ones are to be considered becoming to a gentleman and 
which ones are vulgar, we have been taught, m general, as 
follows First, those means of livelihood are rejected as 
undesirable which incur people's ill-will, as those of tax- 
gatherers and usurers Unbecoming to a gentleman, too, and 
vulgar, are the means of livelihood of all hired workmen whom 
we pay for mere manual labour, not for artistic skill, for in 
their case the very wages they receive is a pledge of their 
slavery Vulgar we must consider those also who buy from 
wholesale merchants to retail immediately, for they would get 
no profits without a great deal of downright lying, and venlv 
there is no action that is meaner than misrepresentation And 
all mechanics are engaged in vulgar trades, for no Workshop can 
have anything liberal about it Least respectable of all are 
those trades which cater to sensual pleasures 

‘ Fishmongers, butchers, cooks, and poulterers, 

And fishermen,’ 

as Terence says Add to these, if you please, the perfumers, 
dancers, and the whole corps de ballet 

But the professions in which either a higher degree of 
intelligence is required or from which no small benefit to society 
is derived — medicine and architecture, for example, and teaching 
—these are proper for those whose social position they become 
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itself this passage indicates why the spirit of antiquity 
co uld scarcely be expected tb evo lve a body of econ omic 
doctrine As has been properly observed, < £ieero is here 
c oncerned with the respectability of vanous occup ations, 
n ot with their productivenes s Notable is his compare 
tive~ tolerance towards - wholesale trade, especially if it 
leads to a country estate Usury naturally is condemned, 
in this passage on the feeble ground that jt Incurspeople’s 
i ll-will, bu t it Is alsojEo 'Cicero that we owe J^to^s_terse 
comment " How about jmurder? " to one who inquired 
" How about money-lending? 1,1 

Seneca's views on economic matters are not in the mam 
of great interest Money (and not merely the love of 
money) is emphatically the root of most evils Envy a nd 
greed are tKg^6urces~oT all inj ustic e" 2 Hut in the m idst 
of much in this train of thought which, eve n if true and 
weU^xpresseT,“EaFnT-Ibunded claims to origin ality , there 
is one thought that is significant, namely “tRat . t he vanous 
quarters of the earth have been differently endowed in 
such a ma nner, that the.peoplesyf the world woulTappear 
to hav e bee n called to enter into intercours e with each 
otfieFlor the mutual satisfaction... olibejj needs 3 

Trade, if it is on a small scale, is to be considered vulgar, but 
if wholesale and on a large scale, importing large quantities from 
all parts of the world and distributing to many without mis- 
representation, it is not to be greatly disparaged Nay, it even 
seems to deserve the highest respect, if those who are engaged 
in it, satiated, or rather, I should say, satisfied with the 
fortunes they have made, make their way from the port to a 
country estate, as they have often made it from the sea into 
port But of all the occupations by which gain is secured none 
is better than agriculture, none more profitable, none more 
delightful, none more becoming to a freeman ” (De Offictts, 
Book I, xln, Loeb translation, pp 153-155 ) 

1 " Et cum llle, qui quaesierat, dixisset * Quid faenerari? ’, 
turn Cato ' Quid hominem,’ inquit, ‘ occidere * " (De Offictts, 
Book II, xxv, Loeb, p 266 ) 

* De Ira, III, 32, 33 

* Ad Helvtam Matrem de Consolatione, chap. 9. 
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| In the tangled mass of Phny’s Natural History there are 
certain interesting passages relating to money There is 
more than a touch of Rousseau m his assertion that the 
worst crime against mankmd was committed by him who 
was the first to put a ring (of gold) upon his finger 1 * There 
is much vitriolic denunciation of gold “ discovered only 
for the rum of mankmd ” How much more happy the 
age when things were bartered for one another! Yet 
despite this, fa evpl*ing_ notjinrpasnnahly the Causes 
wh ich le d Jp tfa pre-emine nce~oI gold, as" that iT suffers 
no damage through £re, that it wears the leasioj all the 
metals by useT tha t no material is more m alleable, that it 
is not suEJeH "thrust and so on * The other passage'm 
PImywhich lias been so frequently quoted is that which 
relates to the extent of the farm He refers with appr oval 
to Vergil's maxim " to p raise -a Ta rge farm, but c ultivate 
a small one,” and addsjn.a celeb rate d and ominous phrase 
that thejyTdes pfead doma ins hadbeen^ the^uinnf T taly : 
" la txiundm Italiam fierdtd ere.” 3 

The agricultural writers have but a slender claim to 
appear here Their works are a striking testimony to 
the regard in which agriculture was held in antiquity, and 
at the same time it is here alone that we have a careful 
| analysis of an industry. Yet these writers, of whom Cato, 

' Varro and Columella are most noteworthy — with, of 
course, Pliny, who neglects nothing — are concerned above 
i all with the technique of agriculture and only incidentally 
} with the economics of agriculture Moreover, it is m nearly 
all cases the management of an estate, self-contained and 
j self-sufficing, that is the problem considered; in other 
I words, agriculture here is viewed not as an industry run 
i for profit; the problem, in Aristotelian phraseology, is one 

1 Pliny, Book XXXIII, chap9 3, 4. 

•Pliny, Book XXXIII, chap 19 

• Pliny, Book XVIII, chap. 7. 
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of Domestic Economy rather than of “ chrematistics ” 
Lastly, it is difficult to resist the impression that the 
more important writers, m their praises of agriculture, 
were obliquely pointing to what they regarded as the 
salvation of Rome m degenerate times, and with a certain 
amount of force, an analogy has been drawn with the 
Physiocrats, who many centuries later also emphasized 
the importance of agriculture under the shadow of 
approaching evil 

Apart from dithyrambic praise of agriculture, as, for 
instance, when Columella says that husband ry is next to 
and near akmTo wisdom, it Is' notable thatlhe wnters of 
th is group cbn'deiTih slave-labour as in e fficien t Pliny may 
betaken as typical. " It is the very worst pl an of al l to 
haveTTancT tilled by slaves let loose fr om the ho use of 
correction/ aiHhfleedls the case with all work entru sted 
t o merT who Iive witho urTope^ Certain sayings of 
Cato, as on'the superiority of an agricultural population, 
and his dictum that he has been a useful member of 
so ciety who leaves more a t his d eath than he inh erited, 
passed into cufrenFwTsdom ^uFinthe~main these wr iters 
are concerne3~witTr ti prTor the landowner iand his wifel . 
hints on the pruning of trees, where to b uy tunics, the 
me dicinal effects of cabbage, th e salting nf gammon and 
th e like . 

To the third contributory stream denved from Rome, 
represented by the jurists, it is possible to make merely 
a vague reference, though indeed their influence on the 
world at large, and on the subsequent method of approach 
to economic questions, has been of the profoundest It 
might indeed be argued that Roman Law represents the 
greatest legacy of Rome to the civilized world, inasmuch 
as a large portion of the daily transactions of the world 
are still regulated in accordance with the principles laid 
» Phny, Book XVIII, chap, j. 
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| down by the Roman jurists and embodied m Roman Law 
For our present purpose, influence along two different 
1 lines is notable The progress of Rome from its earliest 
self-contained beginnings to its widest expansion was 
marked, on the one hand, by increasing contact with other 
nations and peoples, which were found to have laws of 
their own, and, on the other hand, by an advance to a 
state of considerable economic, financial and commercial 
* complexity, in which men made contracts, and in which 
the art of banking and the mystenes of credit were not 
unknown In_ respons g to the first of the se lines of 
development, the Roman lawyers evolve d the idea of a 
“ iu s gentiu m,* * an idea nollnltSeff of e conomic lmpor- 
tance, though” later itlmpingeif on~ the development of 
economic ideas The “jus gentium,” the” body - of law 
common to different nations, readily passes into the idea 
of natural law, that is to say, t he idea of a body of law, 
which, bemg common to all peoples, is " natur al ” to 
them, ahfrran fhere fore than that 

of any eart hly legislature It is an idea which, m the 
varying shades of meanmg of which it is susceptible, 
never wholly faded out In the eighteenth century it 
colours the doctrine that certain things are “natural,” 

1 which is so large a part of Smith, and which even more 
j emphatically is the foundation-stone of the Physiocrats 
JThe other development led, not indeed to economic 
doctrine, but to a careful analysis of certain economic 
conceptions, above all those relating to contract and the 
nature of property Here t he influence of Roman Law 
was in the direction of a ri gid, and indeed a somewhat 
hars h individualis m TolKe~ in fluence o the Ro man 
jurists must m large measure be attributed th e prev ailing 
tendeni^tocMiii3^tIST¥a^"0ne;'in _ tHe common phrase, 
has_a_nght to do whatTfe likes with his~OWrfT thaOhe 
conception of private property ~necessari Ty~ inclu des the 





CHAPTER II 


THE MIDDLE AGES ST THOMAS AQUINAS. ORESME 
St. Thomas Aquinas 

Anyone who would essay to present in a few pages what 
purports to be a statement of the economic doctrines 
current in the Middle Ages must be conscious, if he has 
a conscience, that he is postulating a simplicity that does 
not exist It may be left to the historians to decide what 
period should be assigned to the " Middle Ages,” and to 
specify the limits of that yawning gulf of time which must 
be allowed to have begun somewhere, and which certainly 
came to an end with the fall of Constantinople and the 
discovery of America, if mdeed it had not ended a century 
earlier Viewing the twelfth and the thirteenth centuries 
from afar, it is now dangerously easy to consider that the 
condition of Europe was relatively static for a vast period 
of time, and to speak as though Europe, like a sleeping 
princess, slumbered through many centuries until the elfin 
hom% of the Renaissance heralded a new and a rosy 
morning 

Yet though the tendency to look upon the Middle Ages 
as static is deceptive, there is a certain convenience for 
our purpose m looking comprehensively at the economic 
doctrines of the Middle Ages, especially if that vague 
period be left undekmited Indubitably, opinion on 
economic matters developed, but there was certainly a 
point of view which was dominant for a lengthy period 
40 
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of time, and which, though subject to modification, 
reached its highest expression in the twelfth and thirteenth 
centuries, above all m the wntings of St Thomas Aquinas 
(1225-1274) Without attempting to notice its develop- 
ment or modifications, this chapter will be devoted to a 
consideration of what may be fairly called the mediaeval 
pomt of view, above all as that is represented in St 
Thomas Aquinas, whose thought governed an epoch 
Here, as elsewhere, the theory reflects the conditions 
and the circumstances of men’s lives For an under- 
standing of the mediaeval pomt of view — for “ theory " is 
here hardly the fitting word — it is necessary to bear in 
mmd the dominant characteristics of the structure of 
society at the time with which we are concerned, both on 
the secular and religious side On the secular side, the 
Middle Ages are for many people more or less synonymous 
with the feudal system It is unnecessary to consider how 
feudalism worked m practice, it is equally unnecessary to 
idealize it, as Muller (and many others) have done in an 
attempt to escape from the nineteenth or the twentieth 
century, forgetting that the past will always win a glory 
from its being far. Yet, without doubt, the theory of 
feudalism m its essence implied a system in which society 
was held together by mutual obligations and services, so 
that each one had his place assigned to him, and his tenure 
of that place involved the giving and receiving mutually 
of support and assistance The same was true of the 
guilds and crafts when these began to develop There 
rested on the crafts the obligation to render good service 
to the public, so also, as m the regulations govemmg the 
relationship of the members of the same body to each 
other, it is evident that the accepted code of honour 
required the members to share opportunities and to play 
the game honestly by one another On the whole, then, 
the accepted theory was that the members of society held 
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their places m society on condition that they rendered 
certain specified services to their fellows There was thus 
a considerable element of status Rank, of whatsoever 
kind, imposed obligations, but it also conferred privileges 
Each one should not merely discharge the obligations 
resting on him, he should also live as his position m 
life required — “ convementer,” as the mediaeval Latinist 
expressed it To complete the picture on the secular side, 
the Middle Ages inevitably lived to a large extent m a 
" natural economy ” Though there is much talk of 
trade, the actual volume of trade must have been 
relatively small, men lived in small units, which to a large 
extent must have been virtually self-supporting Nor was 
it merely the difficulties of transport that stood in the 
way of exchange on any large scale Until the discovery 
of the silver-mines m America — that is, until after the 
passing of the Middle Ages— there was something of the 
nature of a dearth of money throughout Europe, and 
money transactions were perforce naturally limited 
Enterprise, as we understand it to-day, presented few 
openings It was consequently a society m which the 
members were expected to maintain themselves by 
rendering service to the community, and in which to a 
large extent the possibility of makmg gams, or laying up 
treasure on earth, was excluded 
On the religious side the great all-dominating fact was 
the Church The effect of its teaching is a matter for 
more detailed consideration later Here it is sufficient to 
observe, firstly, that the Church sought to regulate all 
human relationships, on the postulate that this earthly life 
is but a preparation for another, and that the only reality 
is eternal salvation, and secondly, that the Church was, 
in its very nature, a cosmopolitan organization The 
curiously non-national atmosphere of the Middle Ages, in 
so violent contrast to the presuppositions of the later 
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mercantile period, is in part the gift of the Church, which 
thus conferred a certain unity on Europe before centralized 
nations found satisfaction in the misfortunes of their 
neighbours. In these days Latin was still a universal 
language for those who were sufficiently clerkly to read 
All Europe could ]om m the Crusades, and wandering 
scholars were equally at home in Oxford or Pans, in 
Padua or Cologne 

These conditions are m themselves almost sufficient to 
explain the point of view of the Middle Ages on economic 
questions If we turn to the exponents of mediaeval 
thought, we find above all two dominant influences The 
one is the authonty of Anstotle, the other is seen in the 
transformation of values effected by Chnstiamty, as found 
expounded not only in the original sources of the 
Christian religion, but also in the wntings of the early 
Christian Fathers The Bible, Anstotle, and the Christian 
Fathers are the authorities to whom St Thomas turns 
with equal reverence, and there is much to be said for 
the old view that what the angelic doctor aimed at was a 
synthesis of Christianity and Aristotelian doctrine Ans- 
totle is chiefly influential m moulding the views of the 
Middle Ages with regard to the nature and functions 
of money, the iniquity of usury, the pnnciples which 
should govern exchange and the nature of justice On 
much of these, indeed, St Thomas merely repeats Aris- 
totle, with an added buttress drawn from Christian 
sources 

Much more important is the influence of Chnstiamty 
on those pomts in which the Chnstian view was directly 
opposed to certain aspects of the Greek and classical tradi- 
tion, and even though nothing is easier than to point to 
certain phases of mediaeval life m which the implications 
of Chnstiamty were not fully accepted, nevertheless these 
continued to work as a leaven, modifying increasingly 
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the views held on certain fundamental economic aspects 
of life 

Firstly, and most comprehensively of all, there was 
the view derived from Judaism, but generalized by 
Christianity beyond the limits of one race, that all men 
were the children of a common father, if the children of 
a common father, then brothers Here was a principle 
ultimately destructive of class distinctions, ultimately 
destructive likewise of national distinctions It was a 
principle which made it impossible permanently to defend 
such an institution as slavery, even though on this 
question St Thomas is surprisingly prepared to swallow 
what Aristotle had said The other side of the question 
is no less significant Each individual represents an 
immortal soul, so that each m the light of eternity is of 
equal value Here at the outset is implied an emphatic 
affirmation of human dignity, of the equality of all men 
in the sight of God, and of the brotherhood of all peoples 
As an immediate practical inference from this implied 
brotherhood of all, it is necessary to note, even though 
there be no space for comment on, the emphasis laid on 
almsgiving, both as an act of chanty and as a means of 
salvation 

Secondly, there is implied in Chnsbanity a further 
point of view which, cunously, prevented some of these 
conclusions from being drawn or applied, or at least 
made their application relatively a matter of indifference 
This world is but a preparation, and all that is is 
transitory If the only thmg of substance for each 
individual is to work out his salvation with fear and 
trembling, then every other mundane consideration sinks 
into insignificance, except in so far as it is a means to 
that higher end Viewed from the altitude of the next 
world, there is ?' little that really matters in this Here, 
fundamentally, is the explanation of St Thomas Aquinas’s 
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attitude on slavery Even a slave may enter the 
Kingdom of Heaven Anyone to whom eternity is as 
real as the present (and vastly more enduring) must 
arrive at an attitude of detachment with regard to the 
things of this life, and an air of detachment leads to an 
attitude of tolerance with regard to things doubtless 
indefensible in themselves Thus, though the initial 
assumptions of mediaeval Christianity ought to have led 
to an extreme equality, nevertheless it accepted inequality 
as part of the arrangement ordained by the Almighty for 
this present state of preparation, in which all things ought 
to be seen, illumined by the burning light of eternity, in 
their true proportion and in their true insignificance 

On a third point Christianity represented an even more 
complete reversal of the traditional Greek view It 
insisted on the dignity of work m a manner which would 
have been repugnant in a State resting on slave labour 
where work was consequently the mark of a slave The 
New Testament, on the other hand, is a prolonged 
incitement to “ work with your own hands " St Paul, 
who was somewhat boastful that he had laboured night 
and day that he “ might not be chargeable to any oi 
you,” laid down the rule that if any man world not 
work, neither should he eat With few exceptions the 
Apostles were mean workers Work, indeed, had been 
prescribed by God, and even if it were part of the curse 
resting on mankind, it was also part of the way of salva- 
tion Christ continually spoke of Himself as working; 
and indeed to go back to the Book of Genesis, God 
Himself worked, and rested from His work on the seventh 
day It need therefore occasion no surprise that Chris- 
tianity brought with it a new conception, not merely of 
the dignity and the nobility of work, but also of its 
inevitability. 

In the nature of things, one need not expect to find a 
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specifically economic literature m the Middle Ages, for it 
was of the essence of the mediaeval point of view that 
the economic factor should be rigorously subordinated to 
more important considerations Just as in Greek thought 
economic speculation was at most a by-product (and a 
minor by-product) of ethical and political thought, so m 
the Middle Ages, when economic questions are touched on, 
they are considered strictly in relation to private morality 
Moreover the Church, which from the secular point of 
view was also a large and efficient administrative machine 
intent on the enforcement of the Church's point of view, 
took into its control the whole moral life of the com- 
munity It is not infrequently said that the two cardinal 
■economic doctrines of the Middle Ages are found m the 
notion of the “ just pnce ” and in the prohibition of 
usuty Certainly round these two points most con- 
troversy raged But this is to view matters too super- 
ficially These two principles are neither independent nor 
are they fundamental They are but two aspects of a 
deeper and more comprehensive conception If one word 
were sought to cover all phases of mediaeval economic 
teaching, it would probably be found in the idea of 
" justice,” which has unfortunately tended to become 
associated primarily with the notion of ” price ” We 
are brothers and should behave as brothers, respecting 
each other’s rights and position m life Each should 
receive that to which he is entitled Justice, as the 
mediaevalist understood it, should be done No one, 
under any circumstances, should take advantage of his 
neighbour This is the sum and substance of mediaeval 
economic teaching 

The relationship m which the two most familiar of 
mediaeval economic doctrines stand to the sum total of 
mediaeval teaching m these matters is most conveniently 
seen in the writings of St Thomas Aquinas The best 
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method of approach is perhaps to consider in the first 
place his teaching on the vexed question of the permis- 
sibility of private property, and the allied question of the 
theoretical desirability of a system of communism Here, 
however, the position is confused by the fact that there 
had been so much previous history, and there has indeed 
been endless discussion of the extent to which the early 
Christian Church at Jerusalem and the Christian Fathers 
had left a tradition m favour of some communistic form 
of life Certainly the Gospels had underlined the truth 
that wealth might be a snare, for is it not easier for a 
camel to go through the eye of a needle than for a nch 
man to enter the Kingdom of God? In one case also the 
way of perfection was said to lie in selling all and giving 
to the poor Yet it is equally certain that no words of 
Chnst can be invoked directly in aid of an argument for 
a communistic mode of life More importance is attached 
to the early position of the Church at Jerusalem, where 
“ they had all things common ” (Acts iv 32), yet a 
careful perusal of the relevant passage appears to point 
to a condition of, at most, unrestrained liberality, which 
nevertheless remained voluntary 1 There remain the 
Christian Fathers, from whom it would be easy to cull 
a nosegay of explosive aphorisms which might make it 
appear that Moscow was their spintual home Yet if 
they denounce wealth and roundly call the rich man 
a thief, it is equally true that passages may be cited 
in support of the legitimate use of private property. 
Probably, like less wise people, they were not always 
guarded m their expressions on a survey of all the 
passages commonly cited, it is probable that the Fathers 

1 Otherwise it is difficult to give any meaning to Peter’s 
question to Ananias " Whiles it remained, was it not thine 
own? ” Ananias was not a martyr in the cause of individualism, 
popular sentiment rightly regards Ananias and Sappbira as 
being primarily liars 
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in the main were concerned merely to condemn the 
improper use of wealth, and to underline the deceitful- 
ness of nches That the early Fathers were communists 
might equally appear from selected passages chosen for 
the purpose Certainly the state m which all things are 
held in common is their professed ideal, and evokes a 
wealth of glowing language Yet again it is doubtful 
how far any of the passages usually cited can be regarded 
as a precept for the introduction of a communistic system, 
or as an argument for its practicability under existing 
circumstances That men do not hold all thmgs in 
common may be a mark of the depravity of man, but the 
depravity of man has to be accepted along with the fall 
of man Praise of communism is indeed, in the Christian 
Fathers, largely praise of the blessed state which man by 
his sins has forfeited This probably is the true signifi- 
cance of the communism of the Christian Fathers 1 
If this interpretation be right, there is not, in fact, on 
this question of private property, that contradiction 
between St Thomas Aquinas and the Christian Fathers 
that is sometimes assumed Fundamentally, his view of 
external things rests on their subordination to the ends 
of men* always the more imperfect exists on account of 
that which is more perfect a But, having regard to the 
use of external things, St. Thomas holds, following 
Aristotle, that possession is " natural to man ” The 
argument that seeks in natural law a sanction for com- 
munity of possessions he counters by contending that 
natural law does not indeed require that all things should 
be held in common, all that can be derived from the 
argument is negative in its nature, namely, that under 
natural law there can be no justification for distinction of 

1 On all this see O’Brien, Essay on Mediaeval Economic 
Teaching 

* Sum Theol , II/II, quaestio 66, art i. 
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possessions This, however, rests on human agree- 
ments, which is a matter of positive law Thus private 
property is not contrary to natural law, rather is it 
added to natural law by a further creation of human 
reason 1 * 

Possession being thus justified, as in accordance with 
human nature, St Thomas distinguishes the two lands of 
right which men may have m things The first is the 
power of acquisition and administration ( potestas pro- 
curandt et dispensandi) , and here the full nght of pnvate 
property is allowed on lines which are similar to the 
Aristotelian argument Greater care, greater order, greater 
satisfaction result when each has his own, and the disputes 
which spring from the common purse are avoided But 
the second nght in things, that of use (usus ipsarum), is 
m a different case Here things are to be regarded as 
common, ready to be shared with others in need It is 
the old Anstotehan solution, that property should be 
pnvate in possession but common in use 

Thus, while the nght of property remains, the harsh- 
ness of the Roman conception of the jus utendi et 
abutendt has gone The owner is, in fact, the 
administrator of his possessions in the general interest, 
even though the administration of the property is left to 
the judgment of each individual How far St Thomas is 
prepared to carry this doctrine may be seen in his 
argument that theft is permissible m the case of extreme 
necessity 3 For human law cannot abrogate from natural 
law or divme law, and it is part of the divine providence 
that inferior thmgs are ordained that men may be aided 
in their necessities Consequently that which is held in 

1 '* Unde propnetas possessionum non est contra )us naturale, 
sed jun naturali superadditur per adinventionem ratioma 

humanae ” (II / II, quxstio 66, art 2) 

* II /II, qusestio 66, art 7. 
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superfluity belongs by natural law to the maintenance of 
the poor Here we are not concerned with what consti- 
tutes " necessity," nor with what is to be understood by 
“superfluity", but it is significant of the mediaeval 
respect paid to the rights of status that St Thomas should 
expressly stipulate that almsgiving should be restncted so 
as to leave such a residue as will enable a man to live 
as his status in life requires, convententer, secundum 
propnum statum 1 

St Thomas’s view of the value of earthly goods is m 
accordance with these general principles The life that 
men live here leads to the life of blessedness m heaven as 
its final goal, and the good thmgs of this life are to be 
judged in respect of their efficiency from this point of 
view 2 Wealth is, or may be, good, but a good of a lower 
order, as a means to an end It is good if it helps to a 
life of virtue So also poverty may be good, if it frees 
men from the burdens in which many are entangled by 
wealth But poverty in itself is not good, it is only good 
m so far as it frees a man from what may hinder his 
spiritual life Neither poverty nor wealth nor any other 
external thing ("any other creature," St Paul would 
have said) is good m itself, nor is anything evil apart 
from its evil use Here, surely, is the supreme indifference 
of the Middle Ages 1 

Granted the existence of private property, there arises 
the question of the principles which should regulate 
exchange Human relations should be governed by 
" justice," and hence the central conception is that of 
the " just price " Into that large field which is concerned 
with the mediaeval analysis of justice and with the two 

1 II/n, qusestio 32, art 6 

* De Regttntne Pnncipum, Book I, chap, 15 

* Summa Contra Gentiles, Book III, in particular chap 133 
" Quomodo paupertas sit bona " 
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kinds of justice as derived from Aristotle (commutativa 
and distnbutiva) it is unnecessary to enter here. Of the 
two aspects of justice — one governing the relations of the 
part to the part, and the other that of the part to the 
whole — it is essentially commutative justice, or justice in 
exchange, which governs the conception of the just price 
Cutting down to the roots of things, justice consists in 
rendering to each one what belongs to him Justice 
implies equality, and there should therefore be equality m 
exchange In effecting exchanges, therefore, a measure 
is necessary, and it is for this purpose that money has 
been invented Money is thus primarily, and almost 
merely, a measure of values If the pnce exceeds the 
value of a thing, or conversely if the value of a thing 
exceeds the pnce, justice is violated, and therefore to sell 
a thing at a higher pnce or buy it at a lower pnce than 
it is worth is unjust and impermissible 1 

Cartus vendere quam valeat — here indeed is a very fine 
hare which, with no obvious asthmatic symptoms, is still 
gallantly breasting the uplands, pursued from afar by 
a great company of short-winded metaphysicians and 
economists But St Thomas at least did not jom m the 
chase, nor indeed was the hare of his starting On the 
contrary, the idea of value, lurking behind the just pnce, 
receives singularly little analysis from St Thomas It 
might be inferred that it is an objective quality mherent 
in each thing, but he seems to assume that we know what 


1 The statement is so fundamental that perhaps the Latin of 
St Thomas Aquinas may be forgiven * et ideo debet 
secundum aequalitatem tei inter eos contractus institui 
Quantitas autem rei, quae in usum hornims vemt, mensuratur 
secundum pretium datum, ad quod est mventum numisma, ut 
dicitur Et ideo si vel pretium excedat quantitatem valons rei, 
vel e con verso res excedat pretium, tolletur justitiae sequahtaa 
Et ideo canus vendere vel vilius emere rem quam valeat, est 
secundum se injustum et llhcitum " (Sum Theol , II /II, 
quaestio 77, art 1 ) 
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it is, rather than explains how in any given case we may 
determine it. Probably a comparison of many passages 
would suggest that at the back of his mind he had a cost- 
of-production theory, linked up with his views as to the 
remuneration of labour Yet the idea of need and of use 
also figure in mediaeval theory, but it is not the need of 
any individual, rather is there everywhere the idea of a 
“ common estimate,” of the common usefulness In sum, 
the just price is largely the customary price — a concept 
natural m a customary age Perhaps one cannot get 
nearer the truth than by recalling Mr Gonnard’s felicitous 
phrase that the just price is determined, less by positive 
elements than in accordance with the conscience of 
the honest producer — the "reputable employer” of 
Australian wage-fixing legislation 

Yet the just price, though apparently objective m 
character, was not exempt from modification by external 
circumstances To take one instance cited, in the case of 
the exchange of a commodity of great use to the original 
owner, regard should be had not only to the thing itself 
(and what one might call its normal " just price ”) but 
also to the loss which the seller would incur in parting 
with it 1 But it is characteristic of the mediaeval view 
that the contrary case of excessive urgency of need on the 
side of the buyer, accompanied by no special detriment to 
the seller, affords no justification for advancing the just 
price These and other considerations indicate that there 
must be a certain margin allowed with regard to the just 
price It cannot, as St Thomas says, be fixed with 
complete accuracy, but must depend on a certain process 
of estimation, therefore within limits, a certain slight 
variation up or down need not be regarded as impairing 

1 ** Et in tali casu justum pretium ent ot non solum 
respiciatur ad rem quae venditur, sed ad damnum quod venditor 
ex venditione incumt " (II /II, quaestio 77, art 1 ) 
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the equality which justice demands 1 The discussion of 
the obligation resting on the seller to reveal to the 
purchaser defects in the thing sold indicates more clearly 
than much argument that the fundamental idea of the 
Middle Ages was that no one should take advantage of 
another, and that in this life of trial brothers should 
observe towards each other the golden rule that " as ye 
would that men should do to you, do ye also to them 
likewise ” 

It is almost self-evident that the principle of the "just 
price " includes the idea of the " just wage ” — indeed the 
example which St Thomas takes m illustration of the 
equality which is mherent in justice is the payment of 
the due wage for services rendered Elsewhere he places 
the payment of wages on exactly the same footing as the 
obligation of the just price 2 It might even be said that 
the doctrine of the just price was built up on that of the 
just wage, for that the labourer was worthy of his hare 
was a living principle m the Middle Ages In so far as 
the idea of the just price represented vaguely a cost- 
of-production theory, then the labourer’s hire was a 
dominant, if not exclusive, factor m the determination 
of prices By the just wage was meant that rate of 
remuneration which was required to enable the worker to 
hve decently in the station of life in which he was placed; 
and thus, if one may so express it, such a wage, represent- 
ing reasonable decency, was made a first charge on 
industry The mediaeval doctrines of the just pnce and 
the just wage should appear less strange to a generation 

1 " Quod ideo dico, quia justum pretium rerum non est 
punctualiter determinatum, sed magis in quadam sestimatione 
consistit, ita quod modica additio vel minutio non videtur toiler® 
aequalitatem justitise ” (II /II, quaestio 77, art 1 ) 

* *' Unde sicut reddere justum pretium pro re accepta ab 
ahquo, est actus justitiae, ita etiam recompensare mercedem 
opens vel labons, est actus justitiae (I /II, quaestio 114, art 1 ) 
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which has become familiar with trade boards and with 
various attempts to devise pnce-fixmg machinery 

The other mam feature of economic doctrine, the 
prohibition of usury, appears on analysis to be likewise 
merely a particular case of the just pnce Usury, for the 
mediaevakst, was not merely what the modem economist 
would call “pure interest’’, it covered likewise any 
injustice m trade, any violation of the just pnce Never- 
theless, as Anstotle had exalted usury to an evil eminence 
among the vanous kinds of bad finance, so usury, 
although frequently used in a wider sense, was more 
specifically identified with the making of profits out of 
loans as a particularly heinous example of the sin of 
avance. Here was a subject on which the natural 
authonties of the Middle Ages seemed to be m agreement 
Usury had been condemned by Anstotle on the grounds 
of the barrenness of money, to use money which was 
properly merely a means of exchange as a device for 
making more money, was unnatural, and therefore to be 
condemned In the Bible there were the vanous prohibi- 
tions of usury in Leviticus and Deuteronomy, though how 
far these prohibitions related to the taking of usury from 
a " brother ” need not detain us The Psalmist had 
indicated, as one of the qualities of a citizen of Zion, that 
he should not put his money to usury (Ps xv 5) There 
was above all the passage in the Gospels which was more 
frequently cited than any other authority, to the effect 
that the Chnstian should lend, hoping for nothmg again 
(Luke vi 35) 1 

1 Mutuum, date nihil mde sperantes Or should the correct 
reading be Mutuum date nihil desperantes? Should loans be 
made " hoping for nothing therefrom,” or ” without worrying 
about them”? Even on the former reading, does the nihil 
imply that the lender is not merely to hope for no interest, but 
that he is equally not to look for the return of the capital? It 
is curious that so many doubts should subsequently be raised 
with regard to the interpretation of a verse which was so 
authoritative in the Middle Ages See O’Brien, op ctt , on this 
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Two points call for notice before considering what is 
more specifically the canonical view of the offence of 
usury The first is that, despite the passage m St Luke 
and certain obiter dicta of the Christian Fathers, the 
attitude of the Church was not at first so rigid as it 
became later When the question first emerged, usury 
was forbidden only to clencs, it was not till relatively 
late that the prohibition was made general and usury 
became an offence in the laity Secondly, it is impossible 
to appreciate the mediaeval attitude towards usury unless 
it be remembered that m an age of little enterprise and 
mdustiy, loans were made mostly to those who for one 
reason or another were m distress The typical loan, 
therefore, was probably advanced to someone who had 
suffered the scourge of fire or of flood, who had been 
ruined by bad seasons, whether occasioned by blight, by 
pestilence, or by the inclemency of the heavens Moreover, 
in a community undeveloped financially, loans were to a 
large extent made as between people who were known to 
each other apart from their relationship of borrower and 
lender Doubtless there were transactions of various 
types, but probably the characteristic loan was one, not 
designed for productive purposes, springing out of a 
misfortune and designed to tide the sufferer over the 
consequences of that misfortune, and advanced moreover 
by someone purporting to be a friend of the victim That 
the taking of usury should be discouraged under these 
circumstances is but natural, for it assumes the appear- 
ance (to fall back on one of the Fathers) of " trafficking 
m the miseries of others ” Even the Merchant of Vemce 
recognizes this point of view when he asks " When did 
friendship take a breed of barren metal of his fnend? ” 

The early condemnation of usury rested in part on the 
authority of the Bible and Aristotle, being compounded 
of the Aristotelian doctrine of sterility and the view that 
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usury represents a grinding of the faces of the poor in 
their distress In the hands of St Thomas Aquinas, 
however, the objection to usury becomes more deeply 
grounded, and by reasoning of some subtlety it is demon- 
strated that usury involves an offence against justice 
The argument rests on the distinction between those things 
m which use and consumption are identical, and those in 
which they can be separated (res fungibiles and res non 
fungibiles, to use a legal expression) In the case of wine 
and bread, for instance, there cannot be use without 
consumption When the use is granted, the thing itself 
is granted You cannot give a man the use of a loaf 
without, by that very act, giving him the loaf itself, and 
if he uses the loaf, it is idle to expect its return On 
the other hand, there are thmgs in which the use and 
consumption are not identical A man may have the use 
of a house without destroying it He may therefore be 
given the use of a house, and at the end of the period 
he may properly be expected to return the house in its 
original condition Putting it m a manner more germane 
to the controversy, it is possible to sell a house, and it is 
possible to sell the use of a house, since they are distinct; 
but it is not possible to sell bread and the use of bread, 
since the sole purpose of bread is to be consumed Come 
now to money, and invoke Aristotle's definition of money 
Money exists for the purpose of effecting exchanges It 
is the function of money to part company with its 
possessor, its proper use lies m its consumption or aliena- 
tion It is therefore pre-eminently a fungible commodity 
use and consumption are inseparable 1 

In a sense St Thomas’s argument is that what purports 
to be a loan of a fungible is in fact bound to be a sale 
As it is inadmissible to sell a loaf to a man and simul- 

1 " Ita propnus et principalis pecuniae usus est ipsius con 
■umptio, sive distractao " ( Sum Theol , II /II, quaestio 78 ) 
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taneously charge him for the use of it, so it is inadmissible 
to sell money and charge also for its use The proper 
price, on mediaeval doctrine, is the return of the same 
money, the additional charge for its use is of the nature 
of a swindle What, then, is the offence of the usurer? 
Bearing m mind the foregoing analysis, it may be 
variously expressed Either he is selling something that 
does not exist (the use, apart from the consumption, when 
the two are identical), or he is charging for the same thing 
twice, or, if the lapse of time be mvoked, he is selling 
time, which belongs to God, and which no man may 
appropriate 

It is not infrequently said that the mediaeval view of 
usury rests essentially on the Aristotelian view of money, 
as being merely a medium of exchange, and as being 
consequently inherently barren It would perhaps be 
truer to say that they regarded a loan of money (being 
a fungible) as essentially involving a change of ownership; 
that while they reahzed that money could be productively 
used, it could only be so used when brought mto con- 
junction with labour The productivity, in fact, springs 
primarily from the labour of the borrower, to whom 
also the full use of the money has been granted The 
usurer, therefore, from this angle, is levying a toll on 
the labour of another The just price for the money 
advanced is the return of the money; anything more is 
injustice. 

The development and gradual refinement of the doctrine 
with regard to usury constitute one of the most interesting 
chapters in economic thought and practice, but it can 
only be glanced at here It was in accordance with 
the mediaeval conception of j'ustice and equality that the 
lender, by lending, should not suffer In such a case the 
restoration of the original capital would not be sufficient; 
the borrower should also make good such losses as the 
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lender had suffered on his behalf Thus arose a number 
of modifications which m practice tended to break down 
the prohibition of usury, though in theory they were 
merely variations necessary for the fuller attainment of the 
idea of justice The two which figure most largely in discus- 
sion were the payments permissible m the case of damnum 
emergens and lucrum cessans. If the lender could prove 
that, ansmg out of the loan, he had suffered a definite 
loss, or that alternatively a source of gam had dned up, 
then it was but equitable that the borrower should 
indemnify him Somewhat different was the poena con- 
ventionalis, which stipulated for the return of the money 
on a certain date, under penalty of a further payment m 
respect of the mconvemence alleged to result from the 
lender being prevented from receiving his money when, 
as anticipated, he should have occasion for its use A 
fourth exception was the penculum sortts, a payment to 
cover the risk inherent in the possibility of the money not 
bemg repaid In the tight of this discussion, two con- 
clusions are evident Firstly, m practice these various 
modifications were in time sufficient to break down the 
prohibition of usury, especially with the development of 
industry and of financial technique For implicitly the 
exceptions assume that the lender could not normally 
himself make use of his money In an economy offering 
unlimited scope for investment and enterprise, it would 
be increasingly possible for a lender to plead either a 
damnum emergens or a lucrum cessans Secondly, these 
exceptions are no exceptions m principle Taking mterest 
where there is no nsk, no loss incurred, no mconvemence 
suffered, still remained evil m the eyes of the mediaevahst 
The emphasis on the permissibility of payment in respect 
of those elements which m modem language constitute the 
difference between gross interest and economic interest, 
merely underlines the fact that economic interest, thp 



THE MIDDLE AGES 


59 

payment for the use of money pure and simple, continued 
to be regarded as illegitimate 

To guard against misapprehension it should, however, 
be added that the mediaeval doctrine did not condemn 
investment when investment took the form of a partner- 
ship, provided the partner did in fact share the risks 
of the business The commenda, the original form of 
partnership, had always been regarded as entirely legiti- 
mate, and here one party might advance money to another 
and share m his profits, while refraining from taking any 
direct part m the enterprise It was essential, however, 
that he should not be absolutely entitled to receive his 
money back in full, for such a position would clearly 
involve usuiy But if he merely “ entrusts " his money 
by a kind of partnership, the money remains his, “so 
that the merchant trades with it, or the craftsman uses it 
at the owner’s nsk ” The original owner may therefore 
claim a portion of the profit which has sprung from the 
use of the money, which has never m fact left his posses- 
sion, although entrusted to another 1 As Mr Tawney 
has well put it, the person whom mediaeval doctrine 
condemns is the debenture-holder, the man who eschews 
all nsk, whose money is safe and who yet looks for a 
reward 

One last point m mediaeval doctrine, above all as 
exemplified m St Thomas Aquinas The Middle Ages 
had their theory of division of labour, based on the 
Aristotelian doctrine of the essentially social nature of 
man But if people live m society they must aid each 

1 “ Sed ille qui committit pecumam suam vel mercatori 
vel artifici per raodum societatis cujusdam, non transfert 
dominium pecuniae suae in ilium, sed remanet ejus, ita quod 
cum periculo ipsius mercator de ea negotiator, vel artifex 
operatur, et ideo sic licite potest partem lucri inde provenienti9 
expetere, tanquam de re sua ” (Sam Theol , II/ II, quaestio 78, 
art 2 ) 
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other by doing different things (Hence, indeed, the 
peculiar human property of speech, so that men may 
communicate regarding their diverse needs and attain- 
ments) 1 Different occupations are necessary, but are all 
equally honourable ? Only one aspect of this need detain 
us here, namely, the attitude towards trade. The test of 
the reputability of any occupation lay in the extent to 
which it was serviceable to the community, pnvate gain 
was, in a sense, the antithesis of public service, and there- 
fore those occupations which offered opportunities of pnvate 
gam were, to say the least, dangerous — and perhaps some- 
thing worse Onginally the view had been that a merchant 
could hardly be pleasmg to God In St Thomas Aquinas we 
have advanced to the view that trading is not necessarily 
sinful, but he clearly regards the calling of the trader as 
so beset with the opportunities of sin that a man mindful 
of his immortal soul will shun it First of all, what is a 
trader? Only he who buys a thing with the express 
intention of selling it at a higher pnce If a man buys an 
article, having no such intention, he may subsequently 
re-sell it (and at a higher pnce) without thereby becoming 
a trader And the causes which are enumerated as 
justifying a higher pnce are mteresting as revealing the 
considerable degree of haziness m which the just pnce 
shrouded itself A higher pnce might be justified either 
because the buyer had improved the article m some 
respect, or because the pnce had vaned through changes 
in time or place, or because of the danger mvolved m its 
transport 3 But on the mam question St Thomas repeats 
ominously the distinction drawn by Anstotle between 
natural and unnatural exchange, the latter bemg designed 

1 Da Regimma Prtnctpum, Book I, chap i 

* " Vel quia in aliquo rem melioravit, vel quia pretium m 
est mutatum secundum diversitatem loci, vel tempons, vel 
propter penculum, cui se expomt, transferendo rem de loco ad 
locum *’ (II /II, quaestio 78, art 4 ) 
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not to meet the needs of life, but to acquire gam. As 
such it is regarded as somewhat dishonourable Never- 
theless, even if gam does not involve anything honourable, 
it does not logically involve anything smful Thus the 
centre of the argument is rather moved from the gains to 
the use made of these gams, and St. Thomas contemplates 
the case where a man may devote himself to trade for the 
public welfare, seekmg gam not as an end but as a 
a reward for his efforts Gams, if reasonable, may thus 
be regarded as a kind of wage 

More interesting because less negative is a passage in 
De Re gimme Pnncipum, wherein St Thomas discusses 
the two methods whereby a State may obtam what it 
requires These are, firstly, by its own natural fruitful- 
ness, and secondly, by trade The argument is all m 
favour of the self-sufficient State, partly on mercantilist 
grounds of the beauty of self-sufficiency, but partly also 
because of the corrupting influence of the trading class 
The conclusion, however, is that merchants are a 
necessity, if only owing to the difficulty of obtaining for 
the State a situation which has potentially a prospect of 
complete self-sufficiency Hence the perfect state will 
make use of merchants — but m moderation 1 * 

Oresme 

No survey of the economic views of the Middle Ages 
would be adequate without a reference, if only by way 
of a corrective, to the remarkable treatise written by 
Nicholas Oresme, Bishop of Lisieux (>1320-1382), entitled 
De Orxgtne, Natura, Jure et Mutatiombus Monetarum 3 
This treatise of twenty-six short chapters, although 

1 " Unde oportet quod perfecta civitaa moderate mercatonbus 

utatur ” (De Regimtne Pnnctpum, Book II, chap 3 ) 

1 In addition to the Latin original, there is a French trans- 
lation by Oresme himself 
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scarcely deserving the wild praise bestowed upon it by 
Roscher as a theory of money which is still perfectly 
valid to-day, is nevertheless a sufficiently remarkable 
performance In its spirit it anticipates the scientific, 
objective frame of mind of writers of a much later age 
In truth, however, it is less a treatise on money than a 
sustained and emphatic refutation of the rights of the 
Pnnce to tamper with the currency He begins on 
orthodox fines, dealing with primitive barter and its 
difficulties, which led les hommes subtilz to resort to 
money and thus devise a more suitable method of 
exchange Money is thus artificial wealth merely, a man 
may be possessed of much money and yet die of hunger, 
as witness the often cited example of Croesus It is 
merely an instrument for circulating wealth, an tnstru- 
mentum -perniutand\ divitias naturales, a medium of 
exchange, as we should say to-day 

Two points perhaps are specially notable m Oresme 
As a medium of exchange, m the modem tag, money 
must have certain properties, but the problem of finding 
any one substance convenient both for large and small 
exchanges, leads Oresme to the principle of bimetallism 
He is remarkably clear as to the difficulties that may arise 
from a divergence between the mint ratio and the market 
ratio, and is definite that the mint ratio should follow 
the market ratio " Cette proportion,” as he says, " doit 
•ensuivir le naturel habitude ou valeur de l'or k l'argent ” 
Further, it is evident that he is familiar with Gresham’s 
law that the over-valued metal will drive the under-valued 
metal out of circulation, the Pnnce therefore must not 
arbitranly fix or alter the ratio, as this would open the 
door to all lands of hanky-panky — as in buying silver 
with gold at one ratio, altenng the ratio, and thereafter 
■buying gold with silver 

The second point of importance is his stnct delimitation 
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of the powers of the Sovereign with regard to the currency 
and the inferences he draws therefrom Currency may 
not be issued by everyone, but only by a public person, 
acting on behalf of the community Naturally, therefore, 
it falls to the Prince to issue currency, but he does so 
purely in a representative capacity “ convementer est 
quod ipse pro commumtate faciat fabncare monetam et 
earn congrua impressione signare ” This act is merely 
done on behalf of the community, and it follows therefore 
that the mere fact of issue by the Pnnce does not make 
him the owner and the proprietor of the money so 
issued 

This principle is of importance when Oresme comes to 
discuss the various ways in which money may be altered, 
changed or debased It is unnecessary to differentiate 
these various mutattones, as of appellation, weight, 
substance, etc What is important is the vigour, one 
might almost say the rudeness, with which Oresme 
denounces all debasements of the currency A pnnce 
who does these things is a liar, he commits perjury, he 
bears false witness, for it is clearly a shame for a king 
to certify that a thing is gold when it is not gold, or that 
it weighs a pound when it does not do so The gam 
which flows from such practices is not merely dishonest, 
it is also unnatural Money-changing, usury, debasement 
of the currency are all alike, in the Anstotelian and 
Thomist sense, unnatural methods of making a profit out 
of money, but they represent an ascending scale of 
turpitude Towards the close, Oresme's treatise almost 
becomes a political tract in its denunciation of debasement 
of the currency as an engine to create a tyranny Once 
the path of rectitude has been abandoned, he sees the 
possibility, almost the inevitability of repeated debase- 
tnents, transferring by degrees the whole wealth of the 
people to the Pnnce, and thus reducing them to a state 
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of servitude 1 Oresme clearly sees the evils of a debased 
currency, and records its natural manifestations in a 
general impoverishment of the community, m the flight 
of money elsewhere, m the cessation of foreign trade, 
and m the general disorganization of life Even if the 
enthusiastic critics lead one to expect too much of Oresme, 
his is nevertheless an extraordinarily realistic and practical 
voice to hear m the fourteenth century 

1 " Car nature humaine est tou jours encline et preste a 
augmenter Richesses k elle, quant legiferement les peut acquenr, 
que en fin le pnnce pourroit attraire k luy comme la p6cune et 
les Richesses de tous les subjectz et par ce ramener en servitude ” 



CHAPTER III 

MERCANTILISM 

1. The Historical Background 

It has become an accepted phrase to speak ot 
" mercantilist doctrine " and “ mercantilist theory,” yet 
Mercantilism is a misleading and deceitful word, if it is 
interpreted as implying that at any time there was a group 
of writers who consciously advanced a body of mercan- 
tilist thought to which any canon of orthodoxy could be 
applied. A mere indication of the spatial and temporal 
frontiers of Mercantilism is a sufficient warning against 
the old vulgar error implicit m the view (which perhaps 
still survives) that Mercantilism was the curr ent orthodoxy 
b efore it was attacked b v~the Physiocrats, and JhaTBoth 
schools were subsequently superseded ’by Adam Smith 
Forll there "Be such a thing as Mercantilism, it had a 
three hundred years' run, and it coloured the thought 
(and still more the action) of every country m Europe. 
Certain views indeec L hearing a strong. similarity to each 
ot her, began to a ppear throughout Europe consequent on 
t he portentous chang es which marked t he close o f the 
M iddle A ges. These views* J>ased„ on .certain.. co m m on 
ass ump tions, were in marked contrast to th e non-national, 
moral and other-worldly ~ point of v iew, .which. ' had 
characterized such a writer ..as -St. - Thomas Aqumas 
fis c 
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These views emerged, at first m a crude form, about the 
end of the fourteenth or the beginning of the fifteenth 
icenturies, despite refinements, variations and modifica- 
[tions, the family resemblance m the views currently held 
continued until the second half of the eighteenth century 
Me rcantilism indeed is still with us, and shows signs of a 
healthy and glon ous~resurrecfion But ItTs clear that no 
general Body of~3octnne“could have maintained itself 
unchanged for three centuries, especially when it is 
recalled that Merc antilism, so-cal led, prevailed notjnerely 
in France, England and Italy, but whs likewise rampant 
in 'Scotland, 'Spain and Russia 
Mercantilism, therefore, vaned, adapting itself to the 
changing conditions of time and to the circumstances of 
its local habitation Yet if one can nowhere pick out the 
wholly complete and orthodox mercantilist, the common 
usage of the term has a certain convenience Econom ic 
d octrine is everywhere the expression of the conditions of 
the time In whicF Femergesf and Europe from the end 
of the fifteenth century onwards was a very different 
place from the Europe of~the twelfth and thirteenth 
centuries Mercantilist w riters may, and do, differThut 
to a large extent" theystart from common postulates, and 
these postulates were imposed on them by the altered 
conditions of the Europe in the period which superseded 
the Middle Ages ~ " " 

That Europe changed mightily as a result of the 
Renaissance, the Reformation, the invention of printing 
and the discovery of America, is a very familiar theme 
among those who prescribe essays and devise examination 
questions A very brief survey of some of the changes 
which marked the age of transition will reveal the intimate 
connection between Mercantilism and the general tenden- 
cies of the time in the world of politics and of thought 
First, and most fundamental, was the political change 
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It is not for us here to concern ourselves unduly with 
hi storyror the cause and course of even ts I t is suffici ent 
to observe that injhe countries of most i mportance, the 
mediaeval warring of turbulent barons, '~with a lang 
doubtfully sfaonger than hls~fea7!rrigTubjec ts,~gave"way to 
the feaIify~oX a s frong centralized State with an effectiv e, 
a nd in some cases even an efficient, governmen t In 
En glish history the c hange is represented by the Tud ors 
The power of the King became’ not merely predominant, 
it became comprehensive In short, England, France 
and Spain became definite entities, and not merely 
geographical expressions Feudalism, linking socie ty 
together-bv a chain of privileges and~ obligations, had 
emp hasized loyalty to the ov erlord as the first obligation, 
an d m doin g so h ad stymied the possibility of national 
unify With the barons put in their proper place, the 
Kang became, in theory, the " father of his people " 
England and all who lived in England were realized to 
have common interests, and it was the duty of the King 
and of the Government to watch over and to further 
these interests It followed also from this emergence of 
" England,” and of “ France,” each as a definite entity 
with interests of its own, that the nations and states which 
had so emerged were at least in potential rivalry, if not 
m conflict with each other T he cosmopolitanism imp licit 
m the non-national s entimentiif-^heJiii ddle Ages was gon e 
Unifi gd states hacTcorn e_ into being, these lived in pva lry 

o ther J iL-War Wars doubtless there had been m the 
past, but it is significant to note m how large a proportion 
of mstances these had arisen out of the complexities of 
the feudal system I f the K ing of England^Wsis at 
var iance with, the King of France, i t was as li kely a s not 
tha t he went to wa r in his capacity^jLDul?e of ^ppnandy; 
fro m the~E ng!isH~ point of view the_ Scottish Wa r of 
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^Independence was largely a matter of disciplining a 
Ifeudal inferior But m the new conditions the conflict 
ibf interests was definitely between states and nations. 

Moreover, political thought, partly inspiring and m 
part interpreting development, tended in the same direc- 
tion For their relationship to the fundamentals of 
Mercantilism, two writers are indirectly of supreme impor- 
tance Machiavelh (1469-1527) m The Prtnce, with an 
admirable air of detachment and a scientific aloofness 
from moral considerations, discussed how m the Italy 
of his day a " principality " could be established and 
mamtained A book written with a specific purpose, its 
lessons were found applicable far beyond Italy Machia- 
v elli postulated that the times called f or a st rong prince, 
and in effect his book is an analysis of whaFmust be 
done to create the strong state — conscience bemg hushed 
ancTafl scruples ignored MachiaVelli ' thus became the 
unscrupulous despot’s guide to power His significance 
hesJn-the facts, firstly that he freed — perhaps Vffen sively 
freed— politics Tr onfall TnoraT 'and ethical considerations, 
and secondly, that, though originally and of design 
applicable to the ItahanLcity State, his work served as 
an incentive to despotism everywhere The otheF writer 
is T ean Bod in (1520-1596), who, analysin g^ polit ical 
c onception s^presented to theworld^TEFTruitful idea of 
Sovereignty, whichTIHougly npw creaking, has dominated 
all political thought until the present generation The 
essence of the doctrine ^f sovereignty in its various forms 
IslEarthereTs, in every state, a supreme poweFTsutyect 
to 'no otheT'power within the state ife Hr,~~bTIt~tO ~ which 
all else Is subjec t. TEejgon'cept on o fFover eigntyTlhi less 
Tjandled-mth^gingerly care and subtle refinement of state- 
m ent, i s thus apt to underline the imp ortance of a strong 
centralized siate^jnevutahly, also., it .entailsT anelement of 
irre spo nsibility m the sovereign_power Mo reove fTit irre- 
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concilably confronts sovereignty with sovereignty in the] 
international anarchy. 

Mercantilism may not inappropriately be viewed as the 
economic equivalent of Machiavelli and Bodin Bodin 
deduced that of necessity there was a supreme power in 
each state Machiavelli in effect said “ If you want a 
strong state, you must do this, and avoid doing that " 
Strong states were in demand, and the mercantilists, 
practical men confronted with practical problems, were 
concerned with the means whereby the State could be 
made strong In the somewhat hackneyed phrase of 
Schmoller, Mercantilism is merely "state-making” — 
although it should bemadded that it is state-making on the 
economic side From this analysis there follows further 
a consideration of the highest importance in explaining the 
vaiymg shades of mercantilist doctrine Mercantilism was 
never more than a means The true end was political 
in its character — the creation of a strong state, Mercan- 
tilism was the sum total of the means on the economic 
side, appropriate to the attainment of this end But while 
an end may be absolute, it is of the essence of means 
that they should be variable according to time and 
circumstance, and Mercantilism, in its various phases, 
reveals such variety 

T hese considerations explain f ^_ pggpntia1 .kernel of 
Mercantilism, they~ ~ 3 ojnot e xplain the particular form 
winch merc antilis t doctnngs assumed To carry the 
analysis tothis further" point, two further elements in 
the problem must be mvoked The first centres in the ' 
perpetual neediness and indigence of the pnnce, the 
second lies in the reactions, immediate and more remote, ' 
on European financial conditions occasioned by the dis- 
coveries of the precious metals m the New World These 
two causes, mingling together, give Mercantilism its most 
characteristic outer features 



70 DEVELOPMENT OF ECONOMIC DOCTRINE 

The King in his capacity of father of his people, the 
responsible custodian of the national interests, had 
perforce to incur heavy and onerous expenses So long 
as there still remained in the air vague memories of the 
pleasing tradition that “ the King should live of his own,” 
taxation inevitably lagged behind the needs of the situa- 
tion T hat the King should live of his own i mplied that 
he should live as othe“r barons did, on the r evenues of 
his private estates It was mdeed a relic of the time 
when he did not differ .materially from other barons, but 
the doctrine was incompatible with the new conditions 
when the King was the defender of the safety and the 
welfare of his country In short, taxation, which in an 
earlier age had spasmodically supplemented the King's 
private revenue, had of necessity to be regularized and 
become permanent Old wars might have been waged by 
retainers, as part of the universal system of payment m 
kind, the new age of standing armies was at hand, and 
this required money Indeed pecuma nervus belli 
became one of the accepted maxims of the age For all 
the purposes of government, the King required a revenue, 
thought of in terms of money~a steady aficTcalcuIable 
revenue, unfortunately also an increasing revenue How 
t o increase this revenue became thefirst thoug ht of those 
concerned" with public policy 

I The^ossibiirty of securing a revenue by taxation was 
itself, however, one of the indirect consequences of the 
[, geographical discoveries, and m particular of the dis- 
covery of America What first commended the New 
World to the European was its promised store of precious 
metals The influx of silver rapidly revolutionized the 
trade, commerce, and the finance of Europe The con- 
sequence of the new discoveries of silver on the European 
price-level is one of the most familiar exemplifications of 
that dowdy platitude, the quantity theory of money 
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But more important than the nominal rise in the price of 
hens and sheep is the fact that the influx of the precious 
metals over a large part of the field resulted in the transi- 
tion from a natural economy, based to a considerable- 
extent on barter and the feudal ideal of services m kind, 
to a money economy T axation is no easy matter m a 
natural eco nomy , when afl thin gs a re thought of in term s 
of moneyT and when money is effecti vely used irC all 
transacti ons, the possibilities _of taxatio n are enorm ously 
faaEfated In an age when the engine of regular taxation 
was thus newly fashioned, the administration of the King’s, 
or the State’s, affairs became more akin to a merchant’s 
business There was expenditure and there was income, I 
both thought of in terms of money Increased power| 
rested on the attainment of a balance of revenue over 
expenditure, and thus inevitably the possibilities of 
increasing the sources of revenue were assiduously 
explored 

Wealth, as the source of a nation’s power, above all 
visualized as money — that form of wealth which endures, 
which is adaptable to all ends, which can be made to 
fetch and carry at command — had thus come into respect 
But the picture would not be complete without some 
reference to the correspondingly changed view of the 
individual Not mer ely was the State directed to the 
pur suit of weal th and the discovery of the sources - of 
wealth, leading among othe r things to colon ial acquisitions 
an d~coiohfal 1iivalnes, thhlndi\T^ariike\^seTvas"IIBefated 
from the restraining abstemiousness 'and^a^ticism which 
had marked the finest thought of the Mi ddl e Ag es Not 
so long ‘agcTit had been sinful, or at least perilous, to 
accumulate wealth — perhaps because m what was so- 
largely a natural economy it had been so difficult and 
indeed " unnatural ” to do so I n a money econom y, 
the accumulation of wealth became meritorious muT to- 
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some inevitable Hitherto it had been held that a 
merchant could hardly be pleasing to God, now the proof 
of th e pudding was in the eating there of, and if merc tian- 
dise yielded a p rofit, it was i fiso facto justi fiable and 
justified" On this side also deeper causes were operative 
The Renaissance on one side was a frank bubbling up of 
delight in the e njoym ent of life Rabelais , perhaps more 
than any other, sums up the spiritTof the Renaiss ance 
Waiving his philosophy, his name recalls vast uproarious 
laughter, unashamed delight in eating and drinking and 
whatever else may minister to a sense of satisfaction 
that it is a good thing to be alive It is a far cry 
from St Thomas Aquinas to that Rabelaisian Abbey 
of the Thelemites, living joyfully under the motto 

Fats ce que vouldras “ Here mdeed is the ideal of 
reckless individualism, so markedly at variance with 
the mediaeval ideal of an individual swallowed up m his 
class, with duties and obligations imposed upon him by 
his status in life 

The Reformation in certain of its aspects doubtless 
encouraged a spirit of asceticism, but it was an asceticism 
which no longer viewed with horror the accumulation of 
wealth Max Weber mdeed has familiarized us with the 
idea that modem capitalism has its roots in Calvimstic 
theology Protestantism, particularly m its Calvimsbc 
form, is essentially individualistic in its outlook Salv a- 
tion is a matter betw een each individual and his Creator, 
even though the„yjtimate decision may be rather a one- 
sidedTaffair But Calvin, or so W eber would liave us 
beTTevCTaid_ down m the economic sphere two. cardinal 
injunctions; firstly the duty of working assidu ously in 
one’s calling, and secondly the duty of refrai ningfe om 
pleasurable" consumptipii jjf_ wealth The only poss ible 
o utcome~bf"unrestrained activity, c ombin ed witlT a ~s elf- 
denymg^refusal to enjoy the fruits of that activity, is 
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a n accumulation of wea lth Indeed increased substance 
came to be regarded as a special sign of divine favour, 
and thus it was possible to grow nch to the greater 
glory of God It is impossible here to consider tlfe 
ele ment of tr uth m Weber's, thesis* it is sufficient to note 
thatJProtestaflt .asceticism* unlike mediaeval a sceticis m, 
s o far from being hostile to the accu mulation of wealth. 
tended-xathef--io -look -upoiLIt with favour 
These last considerations are perhaps on the fring e of 
ourjuhjecT BuTenmghJias be erT said to in dicate that 
in the transi tion frQm_lhe_ Middle -Ages to. the m odem 
penod^Tmultiplicity of causes tended tQ re-create Eu rope 
as a family of centralized stateSjJiYing in, uneasy jivalry, 
each struggling to be strong against possible competitors, 
that the conditi ons of the time attached a new imp ortance 
to wealtTT andthat as. the individual cou ld n ow 
unashamedly pursue wealt h, so_a]so,the Stat e saw in 
wealth the secret of strength O ut of these condition s 
Mercantilism arose 


II. General Outline of Mercantilist Doctrine and Devices 

It has been wisely noticed as worthy of remark that non e, 
of the mercantilist theo reticia ns, app rov ed of all the e xpedi- 
ftnts which are ordinarily emhraced rinder the desi gnation 
ofMercantili sm The complete mercantilist, in fact, never 
existed Even if, for this reason, any general statement 
of mercantilist views is apt to mislead, it may nevertheless 
be convenient to attempt something of the nature of a 
composite photograph of the mercantilist mind, it being 
clearly premised that this represents the views not of any 
individual mercantilist, or of the mercantilists of any 
particular country, but rather the general type to which 
mercantilists everywhere in greater or less degree tended 
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to conform One other caveat is necessary Mercantilism 
was pre-eminentl y ro oted m pr actice AIthougfiT~Partf cu- 
larTy in England, the movem ent is r easonably p rolific in 
theoretical exponents', it is noticeable^ that these came 
rather TaRTTn the day. In its" origins and by Us very 
na ture, Mercantilism was anythmg but "a " system ** ,_it 
wa s pr imarily the product of the minds of statesmen, civil 
servants, and of the financial and business lead ers of the 
day It follows also that in its earli er and cru der m ani- 
f esta t ions, Mercantilis m is frequently best discovered as 
an inference from the terms ofan AcFoFParliament, m 
an obiter dictum In sert ed by a garrulous. Parliam entary 
draftsman in the pre amb le of a n Act, or m a memorandum 
or State paper, dealing with a specific administrative 
problem Any attempt to state generally the essence 
of Mercantilism must be read m the light of these 
reservations 

Fundamental for the mercantilist was the strength of 
his country This was the end to which all means were 
subservient Moreover, m considering the pr osperit y and 
the stre ngth of his country, the true mercantilist had 
always at the hack.oLhis mind a comparahve^standard 
His _ccomtryLjKas_ engaged m a race with other countries, 
and jn this, race it must not be a loser When the 
mercantilist came to look for a test of strengt h, he found 
it in the wealth of Tils country — above aH u Lthat portion 
ofweaTtlT which consisted of the precious metals Herein, 
marsense, they'transferred to the State an idea wh ich is 
entirely appropriate when applied to the-mdw aduaha bzen 
The difference between a ma n of straw an d a ma il of 
s ubstan ce, between the man who can do and get what he 
wants and the man who cannot, can best be ascertained by 
consulting ihe banker who keepslh eir account s. So also 
by a transference of ideas more permissible then than now, 
t he king who could .supp ort a large army and maintain a 
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po werful navy was the king who had behind him the 
treasu re~n ecessa ry for the pu rpose. 'that ' pecunid riervus 
belli H ence the mercantilist attached preponde rating 
importance. tO-ii^nr£_axid_bu llion~as th e most enduring,! 
the most useful because.. the. .most generally acceptable, 
f orm of wealth Adam Smith, who rather made the 
mercantilists^ classical example ot clotted economlcTion- 
sense,_is responsible for the view $o long prevalent that 
they confused money and wealth Here Adam Smith was 
less than "just Despite incautious statements, it would 
probably be truer to say that t hey rega rded money and 
b ullion as the sign of wealth, and also , afleasl 'among the 
more enlightened, that they regarded the precious metals 
as beneficial because of their power to stimulate the 
economic activity of the country 
Assuming that bul lion is injsome sense wealth par 
e xcellen ce, HdwTsjT country to getlt? If it has names, or 
can acquire plantations with mines , well and jgood Its 
task, then, is merely to prevent the silver and" gold from 
flowing to other countries — if need be by “ sanguinary 
laws,” to use Adam Smith’s phrase But if a coun try 
has no mines, the desired silv er and gold can onl y be 
obtameH"as the result of tfad eTandlEe^ hoIe tr ade of the 
countr y Taro gr~a^^dM^y~be so or dered and conducte d 
tha t as a result of its' opera tionsjjold mayjcome mto the 
country It is familiar doctrine that Tn respect - af its 
exports — what a country sells to others — a country must 
receive payment, which will ultimately be m the form of 
silver or gold, on the other hand, what it buys in the 
form of imports will haye to be paid for In a most, 
rudimentary form of the equation of indebtedness, exports! 
represent money coming /into the country; imports repre- 
sent money going out 4n order that the supply of bullion 
in the country may increase, it is therefore necessary that 
there be a " favourable balance of trade,” represented by 
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fan excess of exports over imports, leading m its con- 
sequence to a balance of payment being due to the 
country It is an easy further step to consider that the 
trade with any country should be chenshed or dis- 
couraged, according as that trade, viewed in isolation, 
tends to render the balance favourable or unfavourable, 
and it is likewise easy to conclude that all exports are, in 
the nature of things, good and desirable, whereas all 
imports are evil and damnable It was thus a primary 
principle of the typical mercantilist to maximize exports 
while minimizing imports 

While the conception of the balance of trade has 
become popularly almost synonymous with Mercantilism, 
the consequences of the doctrine were no less important 
than the doctrine itself For if exports are to be increased, 
then every lawful industry which produces goods meet for 
exportation calls for encouragement So also, if imports 
are to be restricted, then we must make shift to do without 
foreign wares, or alternatively we must, out of our existing 
resources, contrive to supply ourselves with what would 
otherwise have come from abroad The country must be 
a hive of industry, primarily with an eye on the needs of 
other countries There must be no waste, preferably there 
ought to be a certain austerity of hfe, so that there may 
be more for export Complete use should be made of all 
the resources of the country In a sense the nation’s life 
should, in current jargon, be "rationalized,” so that 
no economy may be missed, no opportunity for gam 
neglected 

A further consequence of the importance attached to the 
balance of trade lies in the fact that it naturally led m 
the mercantilist doctrine to a hierarchy of occupations 
Least important was agricu lture Agriculture, it is true, 
mighTfeed the population, "intensive tillage of every waste 
strip, especially if exobc crops like tobacco were raised. 



MERCANTILISM 


7 > 


might render certain imports unnecessary But m itseli 
agriculture, as is indeed true of all domestic trade and 
industry, brought no money into the country, and there- 
fore on the cruder mercantilist theories did not mcrease 
the country’s wealth More important were industry and 
manufactures, where a definite excess could be created for 
the satisfaction of the needs of other countries, and the 
sale of which, therefore, was pure gam for the country. 
Most important of all, however, was trad e If a former 
age'Tiad doubted the acceptability of a merchant in the 
sight of the Almighty, the merchant had now come into 
his own, and was become the head-stone of the comer 
Such was the mercantilist programme and the mercan- 
tilist point of view, equally significant was the machinery 
whereby that programme was to be earned mto effect 
For m all their schemes the mercantilists looked to a 
benevolently paternal government, assumed wise enough 
to interfere evexywhere Mercantilism was a policy of 
ubiquitous and perpetual governmental activity There 
was nothing the Government might not do, there was 
nothing it ought not to do, if thereby its activity was 
calculated to promote the general well-being In regard 
to the pnmary matter of restraining imports and encourag- 
ing exports, the machinery was obviously at hand m the 
form of import duties to keep out foreign goods, and 
bounties to encourage exports But when it comes to thei 
remoter stage of encouraging enterprises which in their 
consequences will lead to a healthier balance of trade, no 
limit can be assigned to the list of expedients devised or 
prescribed The issue of patents of monopoly in respect 
of the introduction of new processes, the direct importa- 
tion of foreign workers in order to estabhsh a new 
industry, the fixation of prices and wages (partly in the 
interests of production), the whole series of devices to 
encourage shipping and the Navy, of which the Naviga* 
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tion Acts are the most familiar and the prescnption of fish 
days the most curious, the creation of privileged trading 
companies, the foundation of plantations in order to secure 
supplies of raw material as well as a market for the 
finished commodities— such are only some of the more out- 
standing examples of Mercantilism in practice, of devices 
tending to the greater glory of the King and the mcreased 
strength of the Realm So, too, in certain of its phases, 
Mercantilism tended to incorporate a definite policy with 
regard to population For mcreased population does, or 
should, mean both an increase m the potential number of 
soldiers and sailors and an mcrease in the number of 
productive workers, and consequently encouragements to 
mcreased population can almost claim to be an essential 
part of Mercantilism 

In its view regarding the functions of government 
activity there is an obvious kinship between Mercantilism 
and State Socialism The mercantilist regarded the State 
as the appropriate instrument for promoting the well being 
of his country Moreover, m his view t he c o untry w as 
regarded as a u nit, there were national interestaJta be 
promoted, quite irrespective of the interests of particular 
sections or individuals Indeed, the interest of the State 
might be in conflict with that of the individual, and m 
such a case obviously the interest of the whole was to be 
preferred Mercantilism thus endeavoured to take a com- 
prehensive view of the needs of society, and looked upon 
the State as the appropriate administrative machine to 
secure the satisfaction of these needs 

Until recently the mercantilists have suffered from the 
•cloud cast over them by Adam Smith Lately there has 
been a disposition to treat them with greater respect 
They were certainly not such consummate fools as was 
apt to be assumed in the middle of the mneteenth century 
The rather harsh traditional judgment rests on two mis* 
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interpretations, firstly that the balance of trade theory 
represented substantially the whole of their aims and 
doctrines, whereas in fact this was but one aspect of a 
larger and more comprehensive policy, and secondly, that J 
they were guilty of the folly of Croesus in thinking that 
wealth consisted m gold and silver instead of the things 
that gold and silver could bnng A fair interpretation 
would probably be that they valued gold and silver as the 
avenues by which power and strength were to be attamed, 
and a final judgment, moreover, should take mto con- 
sideration how far their views were justified by the 
circumstances of the time Yet, even so, they can 
scarcely be entirely acquitted of the suspicion that at 
times they confused the means and the end, and wrote as 
if bullion were possessed of some magic quality which 
made its acquisition the only worthy end of national 
policy On two other grounds also criticism is permis- 
sible In witnessing their intense desire to increase the 
national productivity, their zeal to make the best use of 
everything, one sometimes gets the impression that they 
regarded wealth, and labour that results m wealth, as the 
end to which man’s existence is subservient In bustling . 
too much, one forgets that the purpose of labour is rest, | 
that wealth exists to be consumed, that man’s chief end is 
to glorify God and enjoy Him for ever The second ' 
obvious line of criticism is that the mercantilists never 
thought out their theories to a logical conclusion It 
was of the essence of their view that what one country 
gamed, another lost, the idea of a mutually advantageous - 
trade eluded them The device of the favourable balance 
of trade was intended to ensure that it should be the other 
country that should lose But clearly all countries could j 
not have, in the mercantilist sense, a favourable balance 
of trade simultaneously It was a device which all sought 
to practise, but which nevertheless could not be general- 
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ized So also it is doubtful whether they ever asked 
themselves what would happen m a country which, m the 
delect^lile-phrase.jof.JJ^ Scottish Parliament, should hnd 
itself " stuffed with bullion " as a Result of the applica- 
tion of mercantilist expedients, or ‘'what measures could 
effectively be taken to prevent the stuffing from coming 
out Bu t this is m erely to say once agam that the 
mercantilists were practical men and not a school of 
economists 


III. Four Representative Mercantilists 

The pre vious section ha s^ perhaps been concerned with 
an attempt to define an unreality, to 'wlf, the complete 
mercantilisT wHcfcah onTytir Imagined as resul ting from 
the fusifiDaTSiolone' personality, of many mercantilists, 
each stressing different aspects of the probl ems ofhis age 
It may be convenient to supplement tins general composite 
representation by a bnef reference to four typical mercan- 
tilist writers, representing four different nations The 
authors so cited are not, however, to be regarded as 
necessarily the leading mercantilists, others with equal 
appropriateness might have been hailed for the purpose 
They are merely examples from a cloud of witnesses, 
summoned to give precision to the foregoing account 

Montchretten 

From France a convenient representative may be found 
in Antoine de Montchretien 1 (1576-1621), who in 1615 
, dedicated his Traicti de VCEconomie Politique to the King 
land the Queen Mother This work derives a slight 
additional mterest from the fact that it represents, so it is 


1 Bom af Fallaise about 1576, led an adventurous life, 
punctuated by duels A tragic poet and a manufacturer ol 
hardware Shot in a kind of battle m 1621 
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said, the earliest use of the phrase “ Political Economy " 
B ut let no one, b eguiled by the title, i magine that he w ill 
here encounter a'~treafise on PditlcaT Econ omy in the 
moHenTsens'e"" It is really a survey of the industries of 
France, Inspired by an exuberant and ebullient patriotism, 
and interwoven with much advice to the King on how 
matters may be improved The book is divided m to 
four parts, in which successively the author deals with 
t he manufactur es, the commer ce and the navigation of 
F rance, and last ly of the principal cares ’’ of the P rince. 
Of the industries surveyed it is" remarkable, and not wholly 
characteristic of mercantilist thought, that agriculture 
appears first Indeed he writes herewith something of 
P hysiocra tic enthusiasm Agriculture— and he appeals to 
Arist otle an dXato — is to be regarded as the beg inning of 
all wealth, 1 if agriculture is depressed, it is not duejojhe 
infertility, of the s oil (a. suggestion which would imply 
disloyalty to France) but to the pover ty of the labourer s 
But, despite this, it is clear that Montchr6tien’s real 
interests are engaged elsewhere m the other industries 
which he discusses 

The first poi nt of general mterest m Montch r6tien — and 
here he^isln the true~mercantilist tradition — lies m the 
importance which he attaches_to the principle that every- 
one 'should - work, and ni his amtipathy to". all kinds of 
ldlengsr^ ManTTie says, is bom _to li ve in conti nual 
exercise and occupation, the policy of th e State should be 
to seCT jreJKa Tno secti on of the "populati on remamsTdle * 
As a result of Eve’s remofe bSenceTTaEour is imposed on 
us by a right of succession, so that hfe and labour are 
inseparably united He never fails to react to the word 
VoyswtU with constant varying phrases of moral indigna- 
tion M en reduc ed to doing nothing are easily induced 

1 'Rf'nnnt of i88q, edited by Funck-Brentano, p 41. 

• Ibtd , pp 2i-aa 
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to do evil, idleness corrupts the vigour of men a nd th e 
chasti ty of w omen Idlene ss is a fatal pest to rich a nd 
fl ourishing s tates, it rTt he mothe r _of all vices and t he 
rj njse nf all sins 1 Thus for Montchretien, prosperity and 
morality alike demand the intensity of the bee-hive Jtf 
the happiness of man consists in wealth, then wealth 
consists in labour 

"The second general characteristic of Montchretien is, on 
the lyncal side, a glowing enthusiasm for France, which, 
when Montchretien forgets that he is also a poet, becomes 
tainted with a rather rigid and chauvinistic exclusiveness 
The object of the rulers of France, dowered as France is, 
should be to make the country lightly regarded as 
" incomparable ” 1 2 A proud self-sufficiency is his ultim ate 
aim For France is a 'world in itself' " En urTmot, la 
France est un monde, qui l’a toute veue, a tout veu ce 
qui se peut voir,” 3 and it follows from this proud boast 
that it can dispense with what it receives from neighbour- 
ing countries, but neighbouring countries can m no wise 
do without her, it has infinite wealth, known and to be 
known 4 

A country which is thus a world in itself ought to be 
in a position to maintain her children, "being born in 
France, it is right that they should live there,” but this 
they cannot do, if they lose their means of subsistence 5 
Much of Montchr6tien's volume tends to be a dirge on the 
familiar theme of trade lost to the foreigner, who is 
represented as in process of strangling the industries of 
France Hejsn larges oq Ihe^unrestrained liberties which 
foreigners enjoy m F rance ^ompar ed with thejestrictions 
imposed in the ~ co ntrary j ^se His ideal, indeed, 
approaches the * gescmosseneHandelsstaat, except in so 

1 See, e g , Ibid , pp 65, 74, iox 

* Ibid , p 23 4 Ibid , p 24 

* Ibid , p 147 * Ibid , p 73 
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far as France may be able to export out of her pure super- 
fluity The arguments are on the usual lines — the folly 
of having made by another that which one’s self can 
produce, the evil economy of spending one’s substance 
on what can be obtained by one’s efforts The argument, 
though not peculiar to MontchrStien, is put by him with 
unusual vigour: 

“ Premierement, je represente k vos Majestez que toute la 
qumquaillerie, k la fabnque de laquelle sont occupez, tant 
dedans que dehors le royaume, non des villes seules, mais 
des provinces entieres, se peut faire abondamment et k 
pnx tres raissonable dans le pays de vos Seigneunes, que 
d’y en admettre et recevoir d’estrangere c’est oter la vie 
k plusieurs milliers de vos subjects dont ceste Industrie est 
l’hentage et ce travail le fonds de leur revenu, c’est 
dimmuer d’autant vostre propre nchesse, laquelle se fait 
et s’augmente de celle de vos peuples "* 

On this he accordingly exhorts the Kmg. “ Faites-nous 
done jouissance du fruict de nostre Industrie, e'est k dire, 
rendez nous k nous mesmes ’ ’ Such is the ideal of proud 
national self-sufficiency, and MontchrStien m his appeal 
does not disdain what would now be called sob-stuff, by 
invoking “ the tender sighs of the women and the pitiable! 
cnes of the children of those whose labours have suffered 
from foreign competition " a 

For MonchrStien, the foreigner is in the mam a person 
given to fraud and guile Specifically “ whatever is 
foreign corrupts us " 3 In particular, foreign books 
“ poison our spints and corrupt our manners," and 
therefore their importation should be prohibited 4 Indeed 
Montchr6tien approves of a vigorous all-round national 
exclusiveness, hinting at a divine ordinance which has 
assigned to the inhabitants of any area the use of the 

1 Ibtd , pp 51-54 • I bid , p 241 

* Ibtd , p 73 4 Ibtd , p 9* 
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(elements and the goods which it produces Further, he 
cites with admiration the example of Lyons, which acted 
on the principle that " each town should have somet hing 
parti cular a nd in reserve f or its own childrenTmo rder 
t hat it mayKelp thenT r ' 1 Mon tchr 4 tien is thus a stout 
def ender o f th ePmaxim which emotns upon us the exp edi- 
ency ^of rendering toToiir. ownsea- m aws their ancient and 
prescriptive dues 

"On some other questions Montchrdtien shows a departure 
from the mercantilist norm His scheme of things would 
be almost destructive of international trade, and there is 
therefore little, if anything, of the doctrine of the balance 
of trade in Montchr&i en Likewise he appreciates the 
importance of internal trade, and in one place he argues, 
an d doubtles s with truth, that no country could excel 
F rance in happiness and wealth anTT glory, Tf ifcouIcT only 
k eep t he whole of its mtemal trade to' itself , IScfTe gtnct 
its - fQreign trade to the export of what it produce d m 
su perabund ance 2 He approves of the doctrine'” que 
Tun ne perd jamais que 1’ autre n'y gagne," 3 but draws 
from the maxim the inference that m domestic trade 
between citizen and citizen, there can be no loss for the 
public such as he fears may result from foreign trade 
Varying the familiar analogy which finds m a national 
debt a transfer from the right trouser pocket to the left, 
d omestic trad e j s like a man w ith a.,,i ar in each h and, 
pouring aliquid from one to the other Foreign trade is 
thusT6T MontcbfStielLSCUP^.hing - of xuanare and a gam ble , 
lfmajQearTio loss, and from this da nger dome stic trade 
at leastTsTfSS ~ ' 

From all this it naturally follows that the bulliomst 
aspect of Mercantilism is less prominent m Montchrdti en 
He approves, it iT true, of th.iL.old dictum that mo ney is 
tfie ~”nerve of war,” and adds on his o wn acco unt that 

1 Ibid , pp 114-115 * Ibid , p 14 ft * Ibtd , p 161 
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gold has often been shown to be more powerfu l than iron 1 
BuFHenever loses his head on this aspect of the'quesGon, 
and there is one remarkable passage — it is true a some- 
what isolated passage — in which he seems to fly m the 
face of all mercantilist orthodoxy “ It is not the abund - 
a nce of gold and silver, th y q uantifies of pearls and 
di amonds which make states rich and opu lent, it is th e 
conveniency ( accomodement ) o f things n ecessary to life, 
and fit for w earing, he who has more of these has more of 
wealth " Then after contrasting" the position in the time 
of Charles VI, when, if money was scarcer, pnces were 
lower, he adds " It is true we have b ecome more 
abundant in gold and jilver. than our fathers "were, but 
we life not therefore more comfortable and more nch " 2 
It is such a passage ~as~ this that reveals the" fatuity of 
endeavouring to make the mercantilists conform to a type 
Montchr^tien, in short, is the rather repellently patriotic 
p atnofTcontemptuous of otheF p eoples His vision is 
that of the isolatedTtate , withFrance in acknowledged 
supremacy, supptymg "all her' needs, and having in addi- 
tio n something l eft over for export, so that trade represents 
a s ystem of one-w ay traf fic Domestically all are to work, 1 
and work incessantly, idleness is to be banished to foreign) 
parts — where presumably it will do no harm 

Thomas Mun 

Of the innumerable company of English mercantilist 
writers and pamphleteers, one has, by common consent, 
a pre-eminent claim to be chosen as spokesman of the 
somewhat heterogeneous group It is not merely that 
T homas Mu n 3 (1571-1641) a pproaches most nearly t o a 

1 Ibxd , pp 141-142 * Ibtd , p 241 

* Born in London 1571, engaged for most of his life m mer- 
cantile affairs in connection with Italy and the Levant A member 

of the Committee of the East India Company Died 1641 
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Kystp.m atir. statement nf mercantilist principles, of DO less 
i mport ance is_ the fac t that he wrote at a time wh en 
Mercantili sm w as yet scarcely exposed to the disintegra- 
ting forces, which made the mercantilist of t he middle and 
later periods m some respects anticipators of a more liberal 
policy Mun is perhaps the nearesr~a pp roacE~fo the 
p erfect mercan tilist, yet eveiT Ee was unnecess arily 
conscious of heterodoxy, and is at times inv olved in~th ose 
con trad ictions which^ are inevitable m a school, one of 
whose characteristics it was to refuse to~push'"their 
thoughts to their logical conclusions 
Mun’s book was written for the better upbringing and 
Instruction of his son, and it only appeared posthumously 
m 1664 Its very title is a condensed summary of 
Mercantilism England's Treasure by Forratgn Trade, or. 
The Ballance of Our Forratgn Trade is the Rule of our 
Treasure. His opening statement, after he settles down 
to business, gives a precise statement of the theory of the 
balance of trade in its least compromising form To 
increase purjwealth and treasure we must ever observe 
this rule " to sell more lfb strange rs yearly .than we 
consume oLthfijr s in va lue 1,1 This rule, moreover, will 
give us a precise index of the amount of precious 
metals entenng or leaving the country If expor ts- are 
£ 2,200,000 and imports £2,000,000, 

r " we may rest assured that the Kingdom shall be enriched 
j yearly two hundred thousand pounds, which must be 
brought to us "in so much Treasure, because that part of 
' our stock which is not returned to us in wares must 
necessarily be brought home in treasure " a 

Such being the situation, the secret of accumulation lies 
in choking off the imports and in the encouragement of 
1 England’s Treasure, chap 2 * Ibid , chap 2 
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exports, and the most valuable chapter in Mun is that 
m which he proceeds to enumerate twelve methods 
whereby these so desirable ends may be attained This 
chapter (No 3) is really a complete catalogue of mercan- 
tilist devices, as these were apprehended at the time when 
Mun wrote, and the programme he outlines gives so 
luminous an account of Mercantilism in its robuster days 
that it may be permissible to reproduce the mam points of 
his programme 

Firstly, Mun recommen ds the cultivation of waste 
g round s (which he rasKIy~says~afe infinite) TnsucE a way 
as will no t interfer e wi th the rev en ues derived^ from 
already cultivated lands Thus hemp, flax, cordage and 
tobacco could“be' grown and the corresponding imports 
cut off 

Secondly, we should " soberly refrain fr om exc essive 
consumption of forei gn wa res in our diet and ra yment ”, 
*lso from unnecessary change of fashion, ” which vices 
at this present are more notorious amongst us than in 
former ages ” 

Thirdly, with regard to exports, " we must consi der 
our neighbours'-necessitie s ” Where they cannot get else- 
where the wares they require, we must sell them as dear 
as possible, but if they can supply their wants elsewhere, 
” we must in this case stove to sell as cheap as possible/ 
we can, rather than to lose the utterance of such I 
wares ” 

Fourthly, the value o f_exports could b e increase d by 
confining these to ouF own~ ships, as then we should 
gam not merely ~t£e price of our wares, but also 
the merchants’ gams — the invisible exports of modem 
theory 

Fifthly, by frugally expending our natura l wealt h, we 
might have more left for export "If We Insist being 
prodigal, it should be with the manufactures of our own 
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country, so that the poor may be employed This, how- 
ever, Mun clearly regards as only a second-best, it would 
be still better if the poor were employed for the use of 
strangers. 

Sixthly, the fishing m t he adjacent se as^should be 
developed, instead of allowing the Dutch to serve many 
places Tn Christendom with our fish 
Seventhly, a Staple, fo r th e encoura gement of the 
entrepot trade, should be established, making England a 
distributing centre, thus increasing shipping, trade, and 
the King’s customs 

Eighthly, Mun recommends, m cunous_-CQntrast to 
Smith -later, that we should especially che rish trade with 
farjipjmlries The reasoning is cunous and fallacious, 
if pepper is 2s the pound in London, it may be 2od at 
Amsterdam, but the merchant may get it in the East 
Indies at 3d , " which is a mighty advantage ” 

The ninth device Mun regaids as a heresy in h imself, 
and therefore postpones it for further consideration, it is 
that m certain cases it- would beJ iene&qalJ^ allow th e 
export -of money i tself 

The tenth and eleventh points are akin M un reco m- 
mends that -man ufactures of fore i gn mater ials (velvets, 
silks, etc ) should be^alTow ecT to ~Ee~ expo rted fr ee This 
would furnish e'ffi| 5 I 6 yment, increase exports, and by 
encouragement of imports with a view to manufacture, 
would increase His Majesty’s Customs So also native 
commodities should not be burdened with too great 
customs, lest their enhanced price dimmish their sale 
abroad Logically, of course, this would lead to a system 
of bounties to encourage exports 
The twelfth and last injunction is vague and comprehen- 
sive; it is that " we must endeavour to make the mo st we 
c an nf mir nw n " Suc h is Mun’s programme, and i t will 
be seen that take n in its entirety, it represents a policy of 
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abstemious frug ality, shu nning all waste, and despising 
no opportunity of gain, leaving it totHeToreigner to enjoy 
life, provided we enjoy the turnover 

All of this, except the ninth p oint, is of the merca ntilist 
s cheme of thi ngs On the question of the exportation of 
money, Mun recognizes that his view is contrary to the 
common opinion, his argume nt m fa vour of al lowing 
money to g o is, briefly, that ,7 ~ mbney begets trad e and 
trade encrea seth mo ney 1,1 He argues — and here true 
Mercantilism begins to crumble — that merely keepmg the 
money m the kingdom will not make a quick and ample 
trade; that depends on the need other countries have for 
our wares Indeed, he .realizes that abundance of money 
raises prices, and " dear wares decline their use anil con- 
sumption," thuTTeaduig to a diminution mtHe vofume of 
trade It is therefore necessary to have faith that our 
moneys sent out in trade will come back again in 
treasure 

Like all mercantilists of y esterday and to-day, Mun is 
sca1Hmg~5T~his condemnation of The Idleness" of his 
c quiifi^iien Tjontrasted, wifh'the industry offEeTbreigner 
For him7~the Dutch were, morally, the good boys of 
Europe In contrast with them 

" we leave our wonted exercises and studies, following our 
pleasures, and of kte years besotting ourselves with pipe 
and pot, in a beastly manner, sucking smoak, and drink- 
ing healths, until death stares many in the face ” a 

Not the least i nteresting point in Mun is that even here, 
in the citadel of Mercantilism, there are- sign s of dismem- 
bernifin? — TtrosTn ^onffa~dis tinctTo n to t he rigour of the 
programme outlined in the third chapterriater ori~lie will 


1 Ibtd , chap 4. 


Ibid , chap 19 
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not allow all kinds of bounty and pomp to be avoided 
If we use few or no foreign wares, 

" how shall we then vent our own commodities? what will 
become of our Ships, Manners, Munitions, our poor 
Artificers and many others? doe we hope that other 
Countreys will afford us money for All our wares without 
buymg or bartenng for Some of theirs ? " x 

These are indeed searching questions 1 

And on another equally fundamental point he says this 

" For although Treasure is said to be the sinews of the 
War, yet this is so because it doth provide, umte and 
move the power of men, victuals, and munition where and 
when the cause doth require, but if these things be wanting 
m due time, what shall we then do with our mony? " 2 

“ What shall we do with our money? ” What indeed > 
This, some would suggest, is precisely the question which 
the mercantilists refused to answer, and which they could 
not have faced without devastating effects on their scheme 
of thought On the other hand, that such a person as 
Mun gets so far as to ask the question may also indicate 
that the mercantil ists were not quite so muddl e-headed as 
has frequently 1?een assumed 

Itlsnot possible here to consider representatives of later 
English Mercantilism, but even at the risk of repetition, 
it should be again emphasized that, increasingly, although 
the postulate of national power remains, t here are dou bts 
and divergencie s from the original mercantilist sys tem of 
tR5ughfr'~~THur jo^hC^ . after corre ctly 

defini ng the^mercantihst " .con ception of the balan ce of 
trade, refers to th e practical difficulties of ascer taining 
w haflhat balance may be, a nd conclude s that the whole 
co nception is " too jiniibtful- --an.d _uncertain as to our 
ge neral trade, and in r eference t o partcuIar tradeT^lhble 

1 Ibxd chap 15 * Ibid , chap 18 
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and er rone ous ” For him the best test is to be found 
in the volume of Track ., as revealed _ in Jhe increase of 
shi2Eing*.^JQd.Jthe_greatest ; stimulator hesjn an abatement 
of the rate ofmterest 


Serra 

To spread the net wider, one earlier mercantihst from 
Italy may be glanced at Like Mun. Antonio S erra 
ep itomizes the mercantihst cree d m the title of his short 
pamphlet, published m 1613 under the title A Bri ef 
Treatise on the Causes w hich can make Gold and St iver 
Abound in Kingd oms'where there are no M ines 1 Serra 
begins by assuming as a proved proposition the impor- 
tance of a kingdom abounding in gold and silver, the 
contrary belief bemg indeed an indication of doubtful 
sanity Apart from those blessed countries winch possess 
gold a nd silver “ naturally,” the presence of the precious 
metals'is due to collateral pauses Certain causes may be 
peculiar to aT^verTcbuhtry, such as its situati on, other- 
wise Serra finds four main factors to which the presence 
of gold and silver may be' attributed These are i he 
q uantity of ind ustry, the qualffyof th e popula tion, exten- 
sive trading operations and the regulations of the 
sovereign With "regarcT Fo"tKe ~firsT pomT Serra give s 
reasons for the mercantilist's p reference of industry to 
agriculture Firstly, it is sa fer, the artisan is more sure 
of a profit than is the pea sant The peasa nt depends on 
th e weath er, "End Tiis_ eff orts may t here fore result in a loss 

1 A selection is given in Monroe’s Early Economic Thought 
The whole pamphlet will be found in the Economist del Cinque 
et Seicento, edited by Graziam The only fact that appears to 
be known with regard to Serra is that his celebrated tract on 
how to secure an abundance of money was written m prison 
(in 1613) while Serra was undergoing sentence for coming Or 
is this addition to the legend merely the happy invention of a 
later humorist? 
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" But in industry there is always a certainty of gain, 
provided labour is expended ” To-day this sounds rather 
naive Secondly, although of course he does not use the 

agriculture is .not Industry can always be multiplied 
two-fold or two-hundredfold, and with proportionately 
less expense (con minor proporztone dt spesa) The third 
re ason is that industry has a s ure m arket P rod uce is 
difficult to keep, but the fruits of i ndustry ca n be 
presented for a long fame They can therefore be held 
up for a better market, or exported (Serra was not 
familiar with the canning industry ) Lastly, there is more 
profit m i ndustry th an m “ produce ” The other c auses 
leadmglo abundance of gold and silver may he. disposed 
of summarily The inhabitants must be diligent, eager 
to build up trade, without as well as within the country 
The country should possess a great trade preferably in 
the produce of other places rather than its own On the 
fourth cause, the regulations to be made by the sovereign 
— the essential point of Mercantilism m operation — Serra 
is feeble It may be honest, but it is no t helpful to say 
that “ it is not easy to know ho w to ar range this fact or 
well,” or that it Is necessary to attend to morejhan one 
cause, since the same cause may produce diffe rent effects 
in different cases (as a light whistle rouses dogs and quiets 
horses) Such instructions are hardly calculated to 
produce the great civil servant When the Chancellor 
of the Exchequer whistles lightly, who are the dogs and 
who are the horses 3 

Mushpf the remainder of S erra's pamphlet is occ upied 
Wi th a^ roniideratiorrdflHe^reason s which m ake gold and 
silyfiL-aS gund^^at- V -e nic e , -antTwliv . on the other~han d, 
Na ples is poor, also — a characteristic of Italian M ercan- 
tijjsm-^th questions relating to rates of exchange It is 
perhaps noteworthy that, like Mun, Serra disapproves of 
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the prohibition of the export of money. If money is 
exported, it must be with an object, and therefore " if 
money is exported for any purpose whatever, it mu st 
return with a profi t m to th e kin gdom from wh ich it was 
sent ’^-perhaps a rather large assumption, wKich~lnci- 
dentally would rather tend to make Mercantilism as a 
whole much talk about nothing 

Von Homick 

To preserve the balance a fourth and last mercantilist, 
this time from Austria, may be cited Philipp W von 
Homick 1 (1638-1712), the author of Oesterreich uber alles 
wann es nur will, is amusing by reason of his uncompro- 
mising vigour and a certain quaint nalveU His definition 
of policy rests on what is regarded as an axiomatic’ truism, 
WftrelHTm lfselfan Interesting statement of mercantilist 
faitbT~~ [t is to the' effect that the might ancf eminence 
oFa country consist in its surplus of gold and silver, and 
all other things necessary or convenient for its subsistence, 
derived from its own resources without dependence on 
other countries For the attainment of this end Homick 
lays down, after the~manher of MuiLTsequence of rules 
whtcn are " especially servlceable ” These rules are nme 
liTnumber, and naturally present a considerable degree 
of similarity to Mun's points, though there are interesting 
variations m emphasis Briefly, Homick's programme of 
Mercantilism compn ses thelollow ing points ' (1) The mo st 
is to be made of the country^ soil, not a c lod of e arth 
i s to be unconsidered , every form of plant is to be experi- 
mented with, above all, if possible, gold and silver are to 
be discovered. (2) Commodities are to be worked up in 
t he count ry (3) Popul ation' is ttrbfe encouraged, and 
people turned from idleness (the populationist element, it 

1 Born at Mainz, 1638, studied law and practised at Vienna; 
later in the service of the Cardinal of Passau 
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may be observed, is a peculiar characteristic of German 
Mercantilism) (4) Gold and silver, once i n the count ry, 
are under no circumstances To be faken’out for any 
purpose , equally, however, tfiey”lTfe~n< 5 r to be* noarded , 
buFare to remain in circulation (5) The inhabitants are 
to get along with their own domestic products,’ and - do 
without foreign “products' as far Its possible (6) When 
absolutely essential to obtain goods from the foreigner, 
these should be~ oblalneTIFe^han^TToFdfHef wares, and 
not by the payment of gold and silver (7) In the ev ent 
of the unavoi dable importation. of fo reign goo 3 s 7 ~they 
should be im ported in u nfinished ,form, and worked^ up 
in the country (8) Per contra, opportumtv is to be 
sought night and day to sell su perfl uous goods to the 
foreigner, but these should be sold Tn~ a hnisbecFform, 
and for gold and silver (9) No impo rts should be 
allowed whenev er- there is a sufficient supp ly oT t he 
r elevamT^mnmodi tv-.m the counfryTand this' evenTF the 
home article is of mfenor quality and of higher pnce 
The condensed reproduction of this programme will not 
be merely vain repetition if the juxtaposition of the 8th 
point alongside the 6th and 7th serves to bring out the 
one-sided character of Mercantilism, and the failure of 
the mercantilists to realize that in the lntemation aTcI ash , 
a Sfate Inspired by a Homick might encounte r a riv al 
inspire d by, a Mun For the rest, Homick is a mercan tilist 
o f pronounced ]usquauboutist tendenc ies His essential 
maxim from which all others flow is the fifth in this 

enumeration, and as a first step to the realization of the 

ideal of self-sufficiency he recommends the prohibition of 

the four chief groups of foreign imports — silk, woollen, 

linen and French wares In respect of these alone, the 
A ustrians throw away to the f oreigner every year at l east 
ten million th alers Think how the lifeless body of 
Austria would revive if this sum were s aved ev en for one 
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yearl If it were saved for twenty years, what country 
llTEurope would equal Austria 5 H is fundamental d oc- 
tnne is th at it is better to pay for an article two thalers 
wTuc hremain m the country than o nly~one~ whlcTT g oes 
ouT^~As he d olefully an d fatalistically says " What once 
goes out, stays out ” Moreoverfit is surprisingTicTnoFe 
hWfhe ~offier~precepts will be automatically observed if 
this first measure is adopted Take, for instance, popula- 
tion Prohibition of these imports will throw many 
foreigners out of work, artisans go where they can get 
a living, they will therefore be compelled to come to 
Austria, and the population problem is solved On other 
questions, Homick speaks with the authentic voice of 
Mercantili sm Will there be any danger that, in the 
absenciTof foreign competition, prices will be unduly 

should, and check s wantonness, further, the philosophi- 
cally minded may reflect that it is better to be a victim 
to one’s own" countrymen than ~ToP~a ' stranger Then 
again, what about Dame Fashion, for surely we must 
dress like other nations 5 “ It would be a good thing ,” 
q uoth Hom ick, *' i f we sent Dame Fashion to the D evil, 
h er fathe r ” An excellent sen t imen t with which to 
conclude a chapter "" 



CHAPTER IV 


THE PHYSIOCRATS QUESNAY AND TURGOT 
Quesnay 

T he position of Frangois Quesnay 1 (1694-1774) in the 
h istory of economic doctrine is in many "ways re mark able 
The man himself is an interesting and engaging per- 
sonality A successful medical practitioner attached to 
the Court, with a record of medical dissertations on 
such subjects as suppuration, gangrene and fevers, he 
burgeoned as an economist at the age of sixty-two Yet 
d espit e this tardy blossoming, he lived to be the ack now- 
ledged head, of the most compact of any of the schools 
of eco nomists, and he died, at the age o f eig hty! the 
revered master of a large band of disciples, whose 
panegyrics sound extravaganf even for an age when the 
art of eulogy was assiduously cultivated It naturally 
follows also from Quesnay’s late absorption in economics 
that his literary labours were unusual. I t is not true, as 
has s ometimes been said , that he wrote lit tle, but it is 
true that all he wro te has the appearance of dis connec ted 
efforts, contributions to encyclopaedias, periodicals, and 
what not; and moreover hardly any of it was published 
under his own name. 

* Born at (Seme et Oise), 1694, brought up in the 

country and largely self-taught After a distinguished medical 
career, became physician to Madame de Pompadour in 1749, and 
to the King in 1755 

96 
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It is a further consequence that Quesnay tends to 
merge into his school, that body of Tnenwho called 
themselves " economists," and whom postenty has agreed 
to designate as " Physiocrats ” It is true, of course, that 
there were differences of view, different shades of 
emphasis among the Physiocrats, but it is a remarkable 
tribute to the cohesion of the school that common usage 
lumps them comprehensively under the name of the 
" Physiocrats," and seldom thmks of the units concealed 
behind the collective phrase It i s, however, from 
Quesn ay t hat the entire impulse comes, and all that is 
characteristic ofPHysmcfafTccfoctrine is to” Be found in his. 
writin gs This section will therefore be confined almost 
exclusively to Quesnay, as representative of the whole 
body of physiocratic theory 

Th ree pomt s of a general character can hardly fail to 
strike any reader who approac h es Que snay In the first 
place the economic doctrine,, such as it is, is. really only 
a c orolTary t o something much larger For Quesnay, as 
for all the Physiocrats, his economics was but part of a 
Weltanschauung — it is difficult to avoid the German word. 
He is ^ moralist, primarily perhaps the foundation of the 
whole structure is to be found m his view of natural and 


positive law, a conception indeed (that of the " rule of 
nature "j to which the school owes the title by which it 
is now universally known Consequently it is necessary 
to disentangle 7 somewhat gingerly, the economic aspects 
of the Physiocratic structure The second point is that, 
d espite the immin gling of r elatively ^ alien elemen ts. 
Quinsy ha? substantial claims to be regarded as the 


With him the empirical element has gone, whether he Is 


right or wrong, Qu esnay realizes that the prob lem of the 
natu re of weal th, tbrrnnditinns 0fj^^prndnrtIpn~a nd the 
lawsof its distribution are matters to which scientific and 


D 
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precise reasoning may be applied with the object of 
ar rlvmg"at univ ersa l tru ths The third point is perhaps 
rather a comment' on, or an illustration of this, it is th e 
extent to which Quesnay anticipates Adam Sm ith Th e 
differences are obvious, and have indeed Jpeen exces- 
sively underlined by Smith himself, but the. similarities 
are still more remarkable The exact relationship between 
Quesnay and Smith has been much discussed, and for a 
time there was a tendency to suggest that Smith may 
have been influenced by Quesnay, with whom he was 
familiar during his visit to France It is now c lear, 
however, t hat the main outlines of Adam S mith’s th ought 
had been evolved while he was still professin g in G lasgow, 
a Fa'TIm e'when Quesnay could not have ihjfluenced him 
Almost certainly the similarities of Quesnay and Smith 
merely exemplify once more the wholly natural fact that 
independent inquirers do frequently, about the same time, 
arrive at substantially the same conclusions 

First ly, and wanly, as to the fundamental point of 
natural law For Quesnay there is a “law" which 
governs human actions, no less than the r est o f the field 
of nature, and the problem is to find the structure of 
society which will accord with this natural law What 
is this “ droit naturel,” most elusive of conceptions? Jt 
differs from the “ droit legitime,” t he mere act of a 
legisl ature, uTthatlLis recognized by the 'lightof reason, 
and by that evidence alone. It is binding apart from 
any constraint, whereas a ” droit legitime ” is obli gatory 
by reason of the penalty attached. Th us the " droit 
n aturel* 1 T s~ J supenorld~'th.e-laws-of- man’s making, as is 
abundantly proved by the multitude atco ntradicto ry and 
absurd lawswhjcbJiayfLbeen-enacted 1 

But to change the ground and come to a point of more 

1 Le Droit Naturel, chap 2, pp 365-366, in Oncken’s complete 
edition, to which subsequent references relate 
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direct economic substance, to what does man have a 
" natural right ”? Vaguely, these are compreh ende d in 
t he right he has to the^EIngs wHicS' are “ propres k sa 
jowssance .” 1 But this must be defined The theoretical 
right of everyone to everything is illusory, it must be 
limited to the right of everyone to that portion of things 
which he can obtain by his own labour The swallow 
might be said to have a right to all the flies that dance 
m the air, m fact, the swallow's rights are limited to 
those he can catch (The rights of the fly are not dis- 
cussed ) 3 When men come to enter into society, they 
will increase this natural right, and guarantee ltsfenjoy- 
mentT^if the constitution" of Fhe societyTsrrT agreement 
with the order which is evidently the most advantageous 
to men relatively to the fundamental laws of their natural 
right’'* O ne further natural right calls for emphasis, 
eac h one ha s the jight to make use of all the faculties 
giv en him by nature on condition that he hur ts neither 
hi mself nor o ther s — though why, at this stage, h e should 
no t be allow ed -tnJiuit-himself is not c lear 4 It will be 
obvious how far, on the economic side, these propositions 
take Quesnay He has consecrated .private property on 
t he basi s ^of labour, he has established the principle of 
fre edomof contract, a nd he has made IT a prim ary 
fu nction of th e State to gu arantee these rights Indeed , 
so fundamental is this, that where properfyllnd liberty are 
not guaranteed, there is no government but merely 
anarchy 5 

We come then to human society, which is subject to two 

1 Le Droit Naturel, chap i, p 359 

* Ibid , chap 2, pp 366-367 

1 Ibid , chap 3, p 368 

* Ibid , chap 3, p 371 

* Ibid , chap 5, p 374 The two fundamental principles of 
security of property and freedom of contract are expressed with 
perhaps even greater emphasis in the Maximes Ginirales See 
Maxime 4 and 13, pp 331, 333 
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kinds of laws, the lots naturelles and the lots positives, 
the former, despite their high authority and the praises 
bestowed upon them — are they not “ immuables, et 
irr6fragables et les meilleures lois possibles "P 1 — remain- 
ing somewhat nebulous, the latter being of human origin, 
and therefore stnctly subordinate Indeed the primary 
function of the positive laws is to “ declare ” the natural 
laws 2 The first positive law, underlying all other positive 
laws, consists in thfT institution of pub lic~~and~‘pnvate 
instruction m the laws of the natural order, 3 alth ough , 
regrettably, the syllabus of the course is not provided 
Positive laws are merely de ducti ons from,_or comments 
on, t he p nmitive natural laws Th e fundamental laws 
oTsociety are impnnted on the heartsof manT they form 
the “light which illumines his conscience In relation 
thereto, the sphere of positive law is little more than that 
of interpretation Positive laws are thus essentially sub - 
o rdina te, and should only^belntroduced in so far as they 
are in conformity with, and rigorously subject to, these 
other essential laws They are therefo re nqtjofjirbitrary 
institution, and ** the legislator cannot rend er the m just 
by his authority,, except .JJPL 50 far as they.jare.just in 
thgjuessence " 4 

Further discussion of the subtleties of " natural law " 
may be left to the pohtical philosopher, to whom the 
subj’ect properly belongs Here we are only concerned 
with the economic implications of Quesnay’s generaliza- 
tions And it is clear in what direction ife” is heading 
[TfnT art of the legislator is to interpret for this confused 
'world certain natural laws (though it is as well not to 

1 Jbtd , chap 5, p 375 

2 Ibid, chap 5, p 376 

* Ibid , chap 5, p 375 

4 See Le Despottsme de la Chm«, chap 8, and especially 
sections 6 and 19, pp 642, 650 
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be too cunous as to their contents). The test of g ood 
legislation is found in the extent to which positive^ laws 
are^_a faithful .jeflection of their jhadowy" prototypes. 
Clearly there must be no contradiction] but clearly? also, 
embroidery should be reduced to a minimum In short, 
having caught the reflection of these eternal immutable 
laws, the less legislation the better Thus, on high 
abstract grounds, we amve at the great principle of non- 
intervention, the doctrine of laissez-fatre, latssez passer, to 
use the tag which the Physiocratic school has bequeathed 
to the world I t is the duty o f the Government to see to 
the defence of society Since prospenty (apparently a 
simple matter) depends merely on cultivating, the soil and 
keeping down thieves and bl ackguards, positive law will 
be necessary to restrain the evil-doers 1 But if positive 
law fussily goes beyond the point of protection against 
invasion, restraint of the wicked, and of routine admini- 


stration, can it lay any claim to be but a reflex of eternal 
law ? T he blessedness of Fr ee Trade an d of Governm ent 
inac tivityls knockin g at the doo r 
The search for the natural orde r leads, on the economic 
si de, to~the adoration of apicult ure, 'The most familiar of 
Ph ysiocratic doctrin es It was not merely, as Quesnay 
emphasized — and perhaps he was righ t — t hat agricultu ral 
nat ions alone can form empires which are fixed and 
d urable , 2 but "agricuTEr p. _js itselT the only sn nrre of 
wealth The Physiocratic accentuation o f the importance 
of agriculture was dou btless in origin but a "reflection of 
the needs of France at t he t ime, and a re action a gainst 
th at^phase of Mercant ilism which stressed "the importance 

has made “ Colbertism M alm ost a French svnonvm fo r 


1 Le Droit Naturel, chap 5, p 375, Despotisme d« la China; 
chap 8. sec 6, p 642 

1 Despotisme ae la Chine, chap 8, sec 12, p 647 
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Mercantilism Yet the Physiocrats devised for their 
instinctive preferences a theoretical basis which led to 
inextricable entanglements For they sought to prove 
that agriculture alone produced the wealth of the com- 
munity, and that, in contrast to this “ productive ” 
activity, all other occupations, however laudable and 
necessary, were “ unproductive ” and " stenle ” “ Agri- 
c ultur e,' * says Qu esnay, “ is the source of a ll the wealth 
of the State and of the wealth of all the ’cifizeris ’ ’ 1 
Again, ** everythin g that is disadvantageous toagric ulture 
is pre judi cial to the State and the natfon, and every 
thing that favours agriculture" is profitable to the State 
and the nation ” 2 Nor is this merely an echo of the 
vague generalities of Xenophon and Cicero The 
exaltation of agriculture over other economic activities 
rests on a subordination of these which is theoretically 
demonstrable In Quesnay 's earliest articles on Fermes 
and Grams, this position is “already emph atical ly stated 

“ Agriculture and commerce are constantly regarded as 
the two sources of our wealth Commerce, like industry, 
is merely a branch of agriculture These two states exist 
only by virtue of agriculture It is agriculture which 
furnishes the material of industry and commerce and 
which pays both, but these two branches give back their 
gam to agriculture, which renews the wealth which is 
spent and consumed each year ” ( Grains , p 216), 

Indeed Quesnay at times speaks as if the commercial 
classes were scarcely a part of the nation at all. A mixe d 
agric ultural and commercial ki ngdom, he says, unites tw o 
nations wh ich a re~disSnct one fro m the ot her The 
agnctiltural is “ the constitutive part of the society ” 

1 Maxtmes Generates, No i, p 331 

* Analyse du Tableau Economtque. p 319, but one might 
say passim 
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r he other B -an-fixtnnsic addition which for ms a pa rt of 
the general republic pf external commerce 1 He returns- 
to the idea that the commercial classes are a race apart 
from all other nations, forming m a sense a sect among: 
themselves: “Nos commerpants sont aussi les com- 
merpants des autres nations, les comme^ants des autres 
nations sont aussi nos commerjants ” 2 * As is natural in 
the light of this contrast, Q uesnay regards it as a mis- 
ta ken p olicy to show favour to -the inhabitants of the 
towns, as by cheap gram, at the expense of the country. 
In tKisfway " bn desole les campagnes, qui sont la source 
des vraies nchesses de l’Etat ” s 
The distinction betw een agriculture on the one hand 
and . industry and commerceTbn the "other, js further 
revealed by_ the fact, that in the former there is a surplus, 
while the others merely pay their way This surplus is 
the famous " produit net,” the token of Nature's superior 
bounty in agricultural operations On Quesnay's the ory, 
agnculture is earned on by advances^ of van ous k inds- 
( 1 avances fonctlfes, avarices primitives, avarices annuelles ), 
so me o f these falling on the propnetor and some on the 
cultivator. But when all expenses have been met, and 
the cultivators have taken all that is required to maintain 
themselves and reimburse them in respect of their annual 
advances, there still reinams something over, a “ produit 
net “ 4 (a rent) which is payable to the propnetor This 
“ produit net '* is in fac t the reaL revenue of the nation, 
and it is this which, in one form or another, supports the 
manufacturing and commercial classes T hus we get the 
t nple ^divis i on* of classes , so dear to theHPhvsio crats. 
There is, firstly, the clas s of propnetors , to whom the 

1 Analyse du Tableau Economtque, p 321. 

* Ibid , p 328 

* Fermiers, p 180 

* Analyse du Tableau Economtque , pp 304-309. 
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“ produit net " is paid, whose services consist in making 
the avances fonct&res, and also m the more general and 
social duties which fall upon them, there is, secondly, the 
productive cla ss, who cultivate the soil, and thirdly, there 
are all those who are lumped together under a title, which, 
despite all apologetics, has in it something wounding and 
depreciatory, t he *‘ unprodu ctive ” or stenie .class Strictly 
speaking, there is a fourth class, the wag e-earn ers, but 
they do not occupy ajarge place in Physiocr atic c lassifica- 
tion 

The " sterility ” of these unproductive sections of the 
community may require a further word of explanation 
So far as concerns commerce, there need be little diffi- 
culty, the view corresponds to what is in some ways an 
instinctive reaction of the unsophisticated human mind 
The man who merely exchanges does not " produce ”, 
and Quesnay pushes to its logical conclusion the view 
that the purchases represented by commerce are merely 
” exchanges of value for equal value, without loss or gam 
on one side or the other The trader merely bnngs 
about a transference of wealth from one hand to the other 
Whereas the cultivators can pay with what they have 
received from the hand of Nature, rendered productive by 
their labours, the traders can only pay out what they 
have been paid 1 ” lls sont pay 6s pour payer” The 
difference is between les salanants and les salaries; or in 
another phrase of which frequent use is made, the unpro- 
ductive class is the classe stipendtie • it is kept and main- 
tained by the other a 

Wit h regard to the industnal and manufactunng classes 
the argument is similar, though ' inevitably iF seems more 
unnatural The common va lue of a co mmodity 
is merely the vp.lpe of the original m aterial and of the 

1 Dm Commerce, p 458 

* Ibtd , p 471. 



THE PHYSIOCRATS 


105 


c ost of maintenance o f the workerjdunng the tune^he has 
been engagecP If die work of the artisa n were " pr oduc- 
ti ve^" it would be desirable to increa se the amount of 
work necessary for a job 2 In fact, however, such labour 
cannot increase" the wealth which the nation spends 
annually, because the labour is limited by the amount of 
this wealth, and this can only be increased by agnculture, 
and in no way by the expense involved in the work of 
the artisans (a question-beggmg argument, but he means 
for what it is worth, that to increase the number of 
cobblers, e g , there must first be an increase in the 
number of cow hides ) 3 The jjro duct of the artisan t hen 
is merely worth Jhe expense mvolved, he merely acquires 
a nght to share in the consumption of wealth produced by 
tfie, cultivator But in contradistinction to agnculture, 
the re is no surplus In his own language, which happens 
to be correct, the worker speaks of " earning his keep ”, 
he does not say that he produces it. ” ll dit qu’il gagne sa 
subsistance, et ne dit pas qu’il la produit ” 4 Thus by 
arguments which appear thm and unconvincing, as is 
inevitable in the defender of a confused cause, Quesnay 
demonstrated that the artisan, the industrial worker, is an 
unprod ucti ve ~ labourer 5 

The distinction between productive and unproductive 
labour was tjig most tiresome of the legacies which the 

1 Sur les Travaux des Artisans, p 537 

* Ibid . p 532 

* I bid , p 533 As this is of the essence of the argument the 
exact words may be given " Ces travaux ne peuvent done 
accrottre les nchesses que la nation d£pense annuellement, 
pmsqu’ils sont eux-mfimes limits par la mesure de ces nchesses, 
qui ne peuvent s’accroitre que par les travaux de 1’ agnculture 
et non par les d^penses des travaux des artisans ” 

* Riponse au Memoirs de M H , p 390 

* The reader who is beclouded by this bnef summary should 
refer to the Riponse au Memoirs de M H , pp 384-395, and the 
dialogue Sur les Travaux des Artisans, p 256 et seq , where this 
point is discussed with much Physiocratic subtlety 
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Physiocrats bequeathed to the economic world For at 
least two generations every wnter on these matters felt 
it incumbent upon him to return to the pomt and to 
attempt to give some sense to a distinction which in truth 
had none As expressed by the Physiocrats, the position 
is clearly untenable There is no such sharp distinction 
between agricultural labour and all other occupations 
as would justify us m classifying the former as productive 
labourers and all others as unproductive It is a useful, 
if tnte, maxim that production is not completed until the 
commodity, whatever it be, is in the hands (or on the 
table) of the consumer, and if we ask for bread, the 
ploughman, the miller, the baker, and the baker's van- 
boy (if he be indispensable) all alike minister to our needs 
What is wanted in this hfe is th e nght thing m the nght 
place at the nght time, and all who contribute to this so 
desirable end are economically, on this point lit least, 
doing the same kind of thing Further, the argument^ that 
agnculture produces m rent a “ produrt netT” whereas 
elsewhere there is no surplus, is of course entirely 
fallacious But that is a matter for Mr Ricardo to deal 
with 

"This may be the place for such notice as is unavoidable 
of the " T ableau £conomique," m its time the crowning 
achievement of Quesnay and the PhysiocraticjcEooir now 
perhaps better reduced to an embarrassed footnote 
Despite Dupont's assurance that the Tableau ficonomique 
is obscure only to those who are lacking in the power of 
comprehension, it may be doubted whether it will ever 
be anything but a vast mystification, a subj'ect to be 
treated gingerly by commentators, rendered uneasy by the 
feeling that they do not quite understand what they are 
talking about The atti tude o f the Physiocrats towards 
Quesnay’s masterpiece was one of extravagant adora tion 
In the eyes of Mirabeau (the elder) t here had been since 




Reoroduction of the Tableau Econonuque from the 
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the world began three great disco veries — the invention of 
wnHnjf, 15 e~ invention oT~ mon ey and the Tableau 
E cbnomique , and though Mirabeau reached the top-notch 
m aduTa tion, others were not far behind m prophesying 
thatjgogtenty...wQiild jjen,ve_mcalculablft .advantages from 
Quesnay’ s supreme discove ry 

TFls easier to say what are the ideas behind the Tabl eau 
E conomiq ue than to explain how it gives expression to 
these ideas Firstlv, as Dupont rema rks, whereas 
Economicshad hitherto been a^couJidairaL science .subject 
to inductive reasoning, the Tableau Economique attempted 
to makeEconomics an exact science (or rather suggested 
the possibility of such an attempt being made) More 
important, the Tableau Econo miqu e endeavoured to trace 
th e flow o f wealth throug h a community ia. leans of 
Ph ysiocrat ic doctrine, with the practical end of ascertain- 
ing theliealth of the community It was thus to be a 
tool m the hands of the Government, “ la boussole du 
gouvernement des Stats " Assuming that the ‘'produit 
net " is 100 per cent of the avarices annuelles, 1 e that 

2,000 livres disbursed by the productive classes will yield 

2,000 livres to the proprietors after all expenses are met, 
the problem is to trace the subsequent history of these 

2,000 livres Half (Quesnay assumes) will go back to the 
productive classes, and this sum of 1,000 livres will again 
yield a “ produit net ” of 1,000 livres, the other half will 
go to the sterile classes, who, however, will pay back a 1 
half (500 livres) to the producers, and so we proceed by 
what Quesnay calls the “ ziczac,” dividing by two as we 
go along 

In the c ase postulated by Quesnay there is equili brium 
at th'e end of the proceedings, here we have a sta te in 
w hich there is ~neitKernh£rease nor de cay If an und ue 
pro portion of the national revenue is diverted to_the 
(1 e to the unproductive classes) an un healthy con dition 
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arises and the Sta te is threate ned with decl ine. Though 
recognizing that the Tableau would vary according to the 
different data and assumptions, and that " a different 
case would lead to a different result,” 1 no attempt se ems 
to have been made (and probably none could be made) 
to apply tfie’Tableau to the special circumstances of any 
community if the TabieaiQylag ’jjxT'o uIil, as the 
P hysiocrats w ere given to declaring, it was one which the 
Physiocrats made no attempt to~us5 The Idea - that 
wealth flowed through a community, and that the health 
of the community depended on how it flowed, and might 
be imperilled by an undue diversion m one direction, was 
however, a useful conception H ere alone is t he signifi- 
cance of the Tableau ficonomique, other wise, 'ap artTrom 
its interest to the economic antiquarian, a detailed study 
of the " ziczac " is but an example of unproductive 
labour 

On this general view of the relation between different 
classes of society, the encouragement of agricul ture 
he cnmes the chief article of policy of the Physiocra ts 
For agriculture to be profitably pursuedTit is essential, in 
Quesnay’s eyes, that it be conducted on a large scalfT 
This Ts the constantly recumng~fHeme“bf his firsTtwo 
articles on Fertnters and Grams Indeed it is not too 
much to say that he aims at giving agriculture somet hing 
of an industrial fo rm He constantly emphasizes the 
need" oT capital in agriculture, the importance of the rich 
" fennier ” The * * fermier ” is not to be a labourer w ho 
himself tills the ground, he is to b e a n " entrepreneur qui 
gouverne - ” 1 SbTnegatively, manufactures are not to be 
encouraged at the expense of agriculture Above all, 
thergjs for Quesnay _a wisdom, in high agricultural p rices, 
it is fatal to seek to encoura ge manufacture JtHrough 

1 Analyse du Tableau Economtque, pp. 311, 316 

* Grains, p 219 
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l owering the pnce of the means of subsistence* His 
detailed observations regardmg agncuTfuf'e Sffi however, 
of his time, and hardly concern us here 
It is, however, when Quesnay advocates Free Trade 
and analyses the assumptions of the mercantilists, that 
he most clearly speaks with the voice of Adam Smith 
Money is supposed to be wealth, because with m oney one 
can., buy what one has need of But money 'is not 
obtained forjiothing , it also costs as much as it is "worth 
to the buyer, and nations will always be able To obtain 
as* "much money as they require, if they have things to 
give m exchange for it Wealth consists m the s um 
t otal of things ne cessary fo r~ life an d in the ann ual 
reprodu ction of these 'Hungs'* and the quanti ty of money 
may dimmish withou t these things bemg affectecTTsince 
m a nch country, with freedom of commerce, there are 
means of supplying the place of money T he opulence o f 
a state must not therefore be judged by the greater or 
le ss supply of money it possesses Money is therefore 
but a rtchcs,se sterile, the only utility of which consists 
m its employment m effecting purchases and sales * 
Further, buying and selling are but two aspects of the 
same operation, every purchase is a sale, and every sale 
is a purchase It follows that the central idea of the 
mercantilists, that of a nation selling more than it buys, 
is not merely erroneous but absurd “ Instead of savin g 
t hat you wish our sales to exceed our purchases, wh ich 
is physically imp ossible, you oug ht merely to say tha t 

1 See Maxtmes du Gouvornement Fconomique (No 9), attached 
to the article on Grains, p 327, also Fermters, p 180 Quesnay 
epigrammatically sums up his position in the eighteenth of 
the Maxtmes Gindrales Abondance et non-valeur n'est pa» 
nchesse Disette et cherts est mis&re Abondance et chute 
est opulence/’ p 335 1 A Mb 

* See in particular the seventh observat^Sh 
p 324, and the note on the thirteenth of the- Mhshmes Ginixales ^ 
PP 347-34® 
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y ou Wish to purch^fia money w ith vour productio ns. ' ’ 1 
In an effective phrase, selling more~‘ffian is boug ht is 
m erely a “ commerce commenc e/' 2 an inc omplete trans- 
action The argument resting on the greater durability 
of metal is admirably disposed of by a reductio ad 
absurdum, that if the contention be valid, then m logic 
it leads to the conclusion that any quantity of the metals, 
however small (being durable), is worth more than any 
quantity of commodities however large (being perishable) 3 
T he doctnpe of the balance of trade is thus reduced to 
" nothing jmdjierhaps less than nothing " 4 Commerce is 
notjo be regarded as a state of war. against a P enemy, the 
only inte res t a nation has is_ to leave trade entirely free, 
m order thaVthe greatest possible competi tion o f puyers 
and sellers may guarantee the highe st possible price for 
the sale of its products and the lowest pncefo r the 
purchase of what may be necessary 8 Commerce cannot 
be conducted at the expense of other nations, for a good 
and a ]ust God has decreed that commerce shall always 
be " le fruit d'un avantage fvidemment r6ciproque " # 
All this and much more may strike the retentive student 
as strangely familiar, and as an echo of certain classic 
passages m the fourth book of Adam Smith 

It would, however, be a mistake to consider that the 
Physiocratic advocacy of Free Trade was rooted m any 
importance attached to foreign trade as such On the 
contrary, foreign trade, like all trade, is for the Physio- 
crats essentially unproductive As Quesnay specifi cally 
puts it,_ it is^ only possible tQ .b uy Trom the foreigne r as 
much as one sells to him, and the consequence is tha t in 
a state of free competition in for eign tr ade, there can 
only be an exchange of value for'equaT'value , with out 

1 Du Commerce, pp 478 , 479 . * Ibid , p 482 

* Ibid , p 473 . • Ibid , p 477 

* Ibid , p 479 ' Ibid , p. 484 
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gain or loss on one si de or the othe r 1 * Reverting to 
Quesnay’s distinctioiThetween the two nations — agricul- 
tural and commercial — combined in a mixed kingdom, the 
expenses of the second, even if necessary, are to be 
regarded as an " onerous expense,” laid on the revenues 
of the landed proprietor 8 Foreign trade is thus primarily 
a liabilit y rather than an asset The whoTelendency of 
Physiocrahc thought is to depreciate the importance of 
foreign trade It is above all by the condition of internal 
commerce that the wealth of a country must be judged, 
a nation that is making the best use of its soil and its 
men has no occasion to be envious of the commerce of its 
neighbours 3 T t is curious tha t the fir st school m m odem 
times to proclaim Free T rade did so, not from any 
belief in the advantages of foreign _^rade^_ hut on 
general principles of a quasi-philosophical and religious 
nature ' 

Quesnay’s peculiar views with regard to agriculture as 
the only productive activity and the only source of the 
national revenue lead to certain important conclusions in 
the field of taxation Taxation also is subject to laws and 
immovable rules, capable of rigorous demonstration 4 
Here it is only possible to note two of Quesnay's fu nda- 
me ntal p oints The first (a counsel of perfection) is tha t 
the State should avoid loans; the statesm an should h ope 
for resounfes in special" emergenciesTrom th e prosper ity of 
the nation, and not frona lE e credflT of the finan ciers The 
objecfionfto loa nsTs pnmanly th at they cr e ate a ” traffic 
i n finances, ” from_ which spring ""f ortunes p6cumaire s ” 
and 77 rentes financifcres ” Sterile fortunes, withdrawing 
money from agriculture, are thus created (the correspond- 

1 Fifth observation on the Analyse, p 3*1 

* Ibid , p 321 

* Nos 12 and 13 of the Maxtmes, attached to Grains, p. 339. 

4 Despotisms de la Chine, chap 8, sec 7, p 645 
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mg Tableau Economique would show a dram to the right 
to the unproductive classes) Moreover such “ pecuniary 
fortunes ” know no king nor country In more modem 
language, loans lead to a rentier class operating m an 
international field of investment 1 * 
The second p oint is m or e fu ndamental Since there is 
only one source of national" wealth, all taxation must 
ultlmatel y~fari ! here7^nidr therefore all taxati on should be 
imposed at once where the burden will^u ltimately f all 
Quesnay, in short, advocates a single direct tax falling on 
t he " produit n et *’ In this he is wholly" l ogic aT on Phys io- 
cr atic assumpti ons Sooner or later a tax is bound to be 
shifted on to the " produit net," if the " produit net " is 
what Quesnay considers he has shown it to be, and there- 
fore the simplest and least onerous way of raising a revenue 
is to divert directly to the State a part of what is the only 
real national revenue Quesnay in various places devotes 
considerable attention to provmg the inconvenience and 
loss, and the detriment to the State which would result 
from any other method of taxation, and m particular, in 
T he Second Economic Problem , he proves (at least to 
his own satisfaction) that thougE~IEe'~Ian dow ner jnight 
imagine that he would be advantaged by some other form 
of taxation^ jetTn the end, owing fo tR e shiftin g~of the 
tax7~tKe burden— and moreover an incr eased burden, 
owing to the inevitable incidental fnctioos- an d los se s — will 
fall upon him It is interesting to note, in passing, that 
m the course of his discussion of the mcidence of taxation, 
Quesnay enunciates what a later generation has come to 
know as the Iron Law of Wages’ "Wages, and in 
consequence the enjoyments which wage-earners can 
obtain, are fixed and reduced to the lowest level by the 
extreme competition which is among them." 3 

1 Nos 28, 29, 30 of the Maxttnes Ginirales, p 337. 

* Second Problime Bconomique, p 706 
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Turgot 

Of the other members of the Physiocratic school, one 
only requires mention in such an elementary discussion 
as this, partly because m some respects he stood slightly 
apart from the mam body of Physiocrats, partly because 
the lustre of his great name has given dignity to the school 
from which he drew his inspiration Moreover, his high 
office m the State, held for too brief a period, gave him 
an opportunity of revealing Physiocracy in action This 
is not the place to discuss the lif e and achieveme nt 
6 F 7 Anne-Robert- Jacques Turgot 1 (1727-1781)7^110, as 
iBtendaHfTjoFTImoges ah'd” later Comptroller-General 
(August, 1774— May, 1776), djd jvhat Tie~ might to pu t 
t hings in ord er His achievements were mdeed reversed 
on his fall from office, but his admirers may, and do, 
claim that though in his life his greatest works were 
nullified, he triumphed at the Revolution and dominated 
the nineteenth century 

Turgot's doctrine is to be found primarily in two sm all 
tracts, the £loge de Gour nay and th e Refle xions sur la 
Rormatfon~etl al)ist nb uUon des Rtchesses, in ad dition 
TurgoTEad the pleasant habij^of infusing statements of 
economic doctnneTnto* Hs official and state documents, 
ancT f rom th is point of view such edicts as those suppress- 
m g the corvdes and .the„)w rahdes have an economic as 
w ell as an histone inter est The Sloge de Gournay is a 
pious appreciation of one of the earhest of the Physiocrats 
who, perhaps even more than Quesnay, influenced 

1 Born at Pans in 1727, pnor of the Sorbonne m 1749 
Giving up the career in the Church for which he had prepared, 
entered the magistracy and rose to be Intendant of Limoges 
Called to Pans by Louis XVI in 1774 and made Secretary of 
State for the Navy, and soon afterwards Comptroller-General 
and Mimster of Finance His reforms aroused opposition, and 
he was dismissed in 1776 
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Turgot’s development While purporting to be a state- 
ment of Goumay's views., ft is clear that Turgot_is~also 
expressing, his own The £loge, in fact, is ajjather 
extreme statement of latssei-fatre, along lrnes wh ich la ter 
developed mto an orthodoxy Government restraints and 
interference, whereby towns come to regard each other as 
mutual enemies, are treated as " remnants of Gothic 
barbarism ” The ne w sy stem of M Gou rnay had rest ed 
on the max im that “ m general every man knows his own 
interest better than another man fd~whbm fhat_ interest is 
entnelyTndifFerent ” TEe~SfafeFis Interested in commerce 
m twa w avs (i) it is interested inTeemgl hat no one can 
do tojinother any considerable wrong, agamst which the 
sufferer cannot guarantee himself, and ( 2 ) it* is interest ed 
mjhe mass of the wealth of the State bein g as Targe as 
possible The first of these objects requires thaFTfie 
Government should protect Ihe’ natural liberty which the 
buyer has. ho .buy and the seller to sell Freedom T of 
competition among buyers and sellers" is a sufficient 
guarantee agafnst any abuse, complete libeffy"Tn~ this 
respect can aTone~ “assure the‘~Seller a price capable of 
encouragmg jproduction , and give the b uyer the best 
waf^jittEe lowest pnce To go Beyond thislmid to seek 
to - prevent anyone from ever being defrauded is to assume 
the obligation of providing pads for all the children who 
might fall [de fourmr des bourrelets a, tons les enjants qut 
pourraient tomber) . j t is (since all regulations are onerous 
in execution) to impose on commerce and on the nation a 
heavy tax in order to dispense a small number of la zy 
people* "from the trouble of learning how n ot to be 
cheated. ~ ' * 

^^consideration of the second point leads to the same 
conclusion On familiar Smit hian fines, the wealth of the 

of Ite in habi tants, will be greate st when the produce of 
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each acre of land and of the industry of each individual 
is' ca rried t o t he highesFpossib le point But indeed it 
requires no proof that each individual is the only capable 
judge of the Tnfp JoymenT oTEis rr^ourcesj HGeT alone'has 
the n ecessary local knowledge and experience It follows, 
therefore, on all grounds, that the interest of the individual, 
who is left free to pursue that interest, " will more surely 
produce the general good than the operations of the 
Government, which are always at fault and necessarily 
directed by a vague and uncertain theory ” 

This is _ slurdy_ and uncompromisin g laissez-faire 
d octrine , and even the words " m general?"' in the 
funda mental formu la regarding enlightened self-interest, 
lea ve but a sm all opening forjetreat For th e rest, the 
£loge contains familiar P hysiocra £g_doctnne loathe effect 
that " 1 1 agricidfureTanim^e par le commerce ’* (the modi- 
fication is significant), is the source of all revenues and 
that all taxes ar e paid by t he p ropri etor “Interesting also, 
in view of Turgot’s later edicts, is the statement that what 
Goumay most condemned m the system which he attacked 
was that " it always favoured the rich and the idle section 
of society to the prejudice of the poor and labouring 
sections ” 

Th§^RJjlexions are arranged m a hundred shorty para- 
graphs, and may be taken as a summanzjeiTstatement of 
economic doctrine, as apprehend ed "by" one Phy siocrat 
In this brief treatise — written, it is said, for the instruction 
of two Chinese students — there are many acute and 
ingenious observations embedded’ in a dogmaticlfafement 
of the more untenable portions' of Thysioc raEc^tEeo ry 
The supenonty o f agriculture Is here in its full glo ry ,~~and 
the iron law of wages!, as applied to the worker who has 
only his arms and his industry, is one of the consequences 
of this supenonty The simple labourer is beaten down ; 
in his negotiations with a master who has a choice among] 
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many wo rkers 1 * * * * * It is different with th e worker on the 
soil “Nature does HOThargam with him to~oHIIg eTnm to 
bTcontent with the absolutely n ecessa ry ” a The happy 
position ofTEe "agncultuhst is that he receives, over and 
above his subsistence, a “ nchesse independente et dis- 
ponible ” which he has not bought and which he sells 
T he land is th erefore t he unique source of all weal th, and 
thatpart which it gives as a pure~pft'"fe» pur'don) is the 
net product " There* is something excessively naive liTthis 
tSubfiing faith in the bounty of Nature which few fanners 
— at least in Buchan — could share Of other points in the 
Rdflexions, it must suffice to note Turgot ’s zealous plea 
for the abolifion oralfrestrainfe on the fixing oFThe rate 
of Ma isT-THe paym ent of interest ^ being to the ad vantage 
of both parties concerned, should be determined solely by 
the course of trade' 8 On this point, " whicfT T urg ot also 
discusses elsewhere, he reveals the logic of laissez-fatr e m 
i ts most cogent form 

^Reference has be en ma de to the importance, econ omi 
callyr’bTsohie of the State docum ents for which T urgot 
was jrespbnsi ble The' edict for the suppression of the 
Jufandei { 1 e , for the abolition of all restraints on the 
freedom of work) may be taken as an example of Turgot's 
reforming zeal, and of the high grounds of economic pobcy 
on which his action was based “ Le droit de travailler " 
which this edict established is an awkward phrase to 
translate, if one would avoid ambiguity Louis Bla nc 
criticized Turgot be c ause in proclaim ing " Ie droit de 
travailler/^ he had'in no wise r ecognized "Te*HrpIT’ a u 
travail ” What the edict d id was to aBohsh the privilege 

1 Turgot's statement is not infrequently quoted, and is almost 

classical *' En tout genre de travail il doit amver et U arrive 

en effet que le salaire de l’ouvner se borne & ce qui lui est ndces- 

saire pour lui procurer sa subsistence " Reflexions, section 6 

* Ibid , section ^ 

* Ibid , sections 71-75 
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which conferred on some a monopoly of certain kinds of 
w ork, so that the right to engage m such work'~was 
preserved foxA-feypured section of the community " Here 
also what was aimed at was an enlargement of the liberty 
of enterprise, so that all the avenues of hfe should be open 
to everyone This liberty, as indeed it ought to be o n 
la tsse 2 -jatre principles, is for Turgot the most fundament al 
o f afi rights “ 

" Dieu, en donnant & l’homme des besoms, en lui rendant 
ndcessaire la ressource du travail, a fait du droit de 
travailler la propn6t6 de tout homme, et cette propri6t6 
est la premiere, la plus sacrSe et la plus imprescriptible de 
toutes ” 

T he object of this step was indeed to assure to commerce 
and" mdustnT^lie 'e^^lib^ VThdThe ^ "competition 
wKich they ought to^ en joy ” It is perhaps worthy of 
noUCET Ur Vfemsi criticisms much later, when another age 
had brought other problems, that the fourteenth article of 
the edict forbade all and sundry, " maitres, compagnons, 
ouvners et apprentis ” to form any manner of association 
or assembly on any pretext whatever Here, if one 
chooses, expression is given to the view that the mainten- 
ance of full freedom requires the denial of the right of 
association But it is rather unfair to entangle Tur got 
in the controversies of the nineteenth and the twenti eth 
centunesTheTnlght wi tip rea son pleadThat he wasnTTKer e. 

*' This system, with alflts imperfectionsTis perhaps the 
nearest approximation to the truth that has yet been 
pubhshed upon the subject of political economy ” Thus 
Adam Smith on his immediate forerunners The achieve- 
ment of the Physiocrats was indeed remarkable Even in 
th ese days when laissez-fatte no longer commands th e 
reverence it once did, it may be agreed that in reaction ’ 
against the mercantilists the doctrine of laissezjaire had 
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to be stated On all this side of the question the 
Ph ysiocrats were courageous champions of fre edom, and 
e xpressed the ce n tral truths o f A dam Smith's doctrine 
with an enthusiasm^ a vigour and a jogic unexcelled even 
by the economist of Kirkc aldy This is their imperishable 
memonal. Their “imperfections” are too obvious to 
require disentanglement and comment They were 
right, particularly in the circumstances of their time, in 
emphasizing the importance of agriculture, they were 
wrong m seeking to prove the superiority of agriculture 
by abstract reasoning, based on an untenable distinction 
between productive and unproductive labour From this 
all their errors flowed The whole d octnne of the net 
product, w hich m akes rent a token of the boun ty of 
nature t jan extra douceur or bp given to those who work 
the soiLjs_tmged with eccentricity, and the consequ ent 
a dvocacy of the single tax is not so much a jsenous contri- 
bution to^jthe science oTlinance^ as an exercise m logic, 
being indeed a perfectly valid inference f rom P Kysiocratac 
assumptions These embroideries, with the fantastic 
Tableau ficonomique, add a piquant interest to the 
Physiocrats, and have been a godsend to countless 
examiners, but that which is fundamental is their anticipa- 
tion of Adam Smith Even an admirer of Smith m ay 
have no scruple in finding in the Phys ioc ratic group the 
reaTBegirmlngS of modem economics. 




CHAPTER V 

ADAM SMITH 
Hume 

On the way to Adam Smith, it is only decent to salute one 
whose great distinction m other fields seems to be the chief 
justification for the rather meagre treatment which he 
generally receives when discussed as an economist Had 
David Jrfume 1 (1711-1776) not been a pre-eminent 
philosopher, he would have ranked as an eminent 
ec onomi st A pe rusal of his ejsays ^ un derlines, even more 
emphat ically th an a plunge mto the Physiocratic morass, 
the extent tojwhich Adam Smith was indebted to his fore- 
runners That adequate justice has seldom been done to 
Hume is perhaps also in part due to the fact that he never 
ventures on a comprehensive treatment of any economic 
topic, rather is he a gentlemanly essayist who, with a 
dignity only attainable in the eighteenth century, combines 
grace, learning and profundity in discoursing of many 
subjects, among which (on a liberal estimate) some ten 
may be deemed to be economic m character Of these, 
the Essays Of Commerce, Of Money, Of the Balance of 
Trade, Of the Jealousy of Trade are specially noticeable 
as embodying on many points the essentials of Smith's 

I 1 Born in Edinburgh m 1711 In the main a student, with 
1 visits to the Continent as a tutor after the manner of the times 
\ Later (1752) Librarian to the Faculty of Advocates, Edinburgh 
119 
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criticism of the mercantilists To a large extent his 
argument is directed to proving, as against the mercan- 
tilists, the relative unimportance of gold and silver in the 
national economy Taking any kingdom by itself, “ the 
greater or less plenty of money is of no consequence.” 
Primarily, money is a method of rating or estimating 
labour and. ionuagdi ties , if in greater~pIenfyT a greater 
quantity will be required to represent the sam e quantity 
of goods, the consequent change is analog ous to the 
change springing from the adoption of a new method of 
notation The increasing quantity o! gold ancTsiTver can 
only be favourable to industry m the interval between the 
acquisition of money and the subsequent nse of pnces 
[ The secret of prosperity lies elsewhere “ the want oi 
\ money can never injure any state within itself, for 
] men and commodities are the real strength of any 
j community 1,1 

In the essay Of the Balance of Trade, the same ideas 
are applied to the central doctrine of the mercantilists 
The fear that a country may lose its supply of precious 
metals is a groundless apprehension ' ' I _s hould as so on 
dread,” says _ Hu me, " t hat all our springs and n vers 
should* he exhausted^ as_ that money~s Houl d aband on a 
kingdom where the re are people and industry ” Assum- 
ing a people adequately supplied wfthliidustry, they will 
get the money they require, and he tests this doctrine 
by two extreme hypotheses Ij nagme four-fifths of the 
country's money annihilated in one night, what woul d be 
the Consequence? Th e price oT~airi abour and~o f all 
com moditi es, .woulcLat once~sihk to a~mediaevan evel 
What nation would then dispute with us in any foreign 
market? Consequently m how short a time would we 
not get back the money which we had lost? Pnces woul d 
rise once more to the le vel prevailing m neighbo uring 


1 Of Money 
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countries, and we should lose the advantage of cheapness 
oTTab oiir and of commoditi es Tal«rthe ~' converse hypo- 
thesis and suppose^ that our supply of gold and silver had 
increased five-fold over night Pnces would nse to so 
exorbitant a he ight that no nei ghbo uring country could 
a fford to .bu y from usj_ and in spite of alFl awsfo the 
co ntrary, th eir commoditie s ** would "be run.jjFupoh us, 
a nd our money flow o ut ” And the conclusion oF the 
a rgument is th at " 

" a government has great reason to preserve with care its 
people and its manufactures Its money, it may safely 
trust to the course of human affairs, without fear or 
jealousy ” 

A further consequence is that no nation has any reason 
to be envious of the prosperity of another, on the contrary, 
it is only if our neighbours are prosperous that we can expect 
them to be good customers and so contribute to our own 
prosperity If we succee ded m reducing our qpighhonrs 
to a condi tion.^ sloth «,pd ign orance, we should ourselv es 
suffer aritfshould s oon f all into the sa me abiect condition 
Hume's protest on this point is characteristic, and has 
frequently been quoted 

" I shall therefore venture to acknowledge, that, not only 
as a man, but as a British subject, I pray for the flourish- 
ing commerce of Germany, Spam, Italy and even France 
itself ’*» 


O f Smith's immediate predecessors, Hume is the mo st 
considerable He~is introduced here, ho wever, not that 



disclose Hume in the background 


1 Of the Jealousy of Trade 
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Adam Smith 

Adam Smi th 1 (1723-1790), especially for us m th is 
country, occupies so central a place in the history of 
Political Economy^ and has become popularly so much 
oTT legendrtHaI% e~pmde nt manner hesitates to embark 
on so vast an ocea'n ' ~Here, iT anywhere , discussion in a 
few pag^ is bound \o be madequate, for the influence of 
Smith and the reactions against Smith, extend throughout 
the whole subsequent history of economic doctnne There 
is at least this excuse for the lingenng tendency to regard 
" Adam Smith *’ and "Politi cal Economy ” as terms 
which mutually exhaust e ach other "Yet both aspects 
of the legen d a re w hoUyTall acious ‘ Adam Smith wa~s not 
% fnnndpr ffc p ventor, or the disco ver eP of _ Political 
E conom y That he did so much was entire ly due to the 
factjhat so much had beerT cTone' Tiefore' him Tn no 
sense was he a pioneer The mercantilists, doubtless with 
practical obsessions, had discussed all manner of economic 
problems The Physi ocrats had jointly come very ne ar 
to giving a systematic account of the econ omic proc ess, 
thougETh ey Had embellished i t with strange frills Quite 
apart from Adam Smith it was an age of much” economic 
speculation, and doubtless out of the Physiocrats, David 
Hume and some others, the enterprising student could 
reconstruct a large part of The Wealth of Nations Smith 
throughout, in short, was discussing problems which had 
already been the subject of discussion The other aspect 
of the legend which assumes that Adam Smith fo und 
Politica l Economy brick (if so far advanced) an d left it 

~ » ^BornlTTfJrtcaldy7V723 Educated at Glasgow and Oxford 
Professor of Logic and later of Moral Philosophy m Glasgow, 
1751-1763 Thereafter travelling tutor to the Duke of Buc- 
cleuch Returned to Kirkcaldy 1767 Wealth of Nations 
published 1776 Commissioner of Customs in Edinburgh from 
1778 until his death in 1790 On the philosophic side of his 
activities, wrote The Theory of Moral Sentiments 
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marble, is equally wide of the mark The Wealth of 
Nations, to~ip eak candidly oi~the achievement df the 
g reatest of Scotsm en, is a work which smguIa rlyaBoun ds 
u fobvious defects Those'who, like Say, speak oflt as a 
“ vast chaos ” may be harsh in their judgment, but it is 
certainly a disorderly book, in which the sequence of 
thought is successfully concealed behind lengthy digres- 
sions Moreover, on essential points, Adam Smi th, for 
all his acuteness, is sometimes singularly confused, and on 
rare occasio ns — as Tn the discussion of value — the reader 
ma y even suspect 'tbaFSmTtH fs’not clear in his o wn mind 
as tojwhich of two subjects he is discussing ”Tn the same 
way ,~thbugli this defecVis "sometimes a merit, he develops 
in one and the same chapter contradictory lines of 
thought, so that he hmts at alternative doctnnes without 
ever resolving, or apparently even being conscious of, the 
mherent contradictions Po litical Econom y, a s it left th e 
hands of A dam Smith, w a s by n o means a complete and 
r oundecfsystem of doctr ine Like all the othe r worts of 
f rail ma n, it has its errors, its gaps, its ambiguities and 
i ts bia s. 

Yet, having said so much to placate the devil, it 
remains true that Adam Smith's name is incompar- 
ably the greatest in the history of economic thought 
Himself a groper, he at least marked out the ground 
H e looked a t things comprehensively, as none of his 
p redecessors had d one, ancTdefective as his own arrange- 
m ent m ayTe, it is nevertheless true that hrs analysis, 
re fined ainct m ade systematic by jii^ foflpy^ers,_ has to a 
la rge extent furnish ed the plan accQrdwgifilwhjch alUater 
ec onoTmc' -t hought has p roc eeded Before Adam Smith 
there had been muclTeconbrhic discussion, with him we 
reach the stage of discussing economics 

Unfortunately Adam Smith is difficult to apprehend in 
his totality, for the perverse reason that he is in parts so 
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regrettably well known Bits of Adam Smith, in isolation, 
are known even to those who make no profession of 
economic knowledge His chapters o n division of la bour 
(above all as represented in the manufacture of pms), Jus 
discussion of the causes of different rates of remuneration 
in differen'f'ernplo}^ehTs;^irc^oll? of taxation" and the 
more purple " passages' in Tus" polemic against the' mercan- 
tilists — these" are 'tif-bifs which' are not Jo Tie escaped’ even 
by those who foreswear eco nomjcT study But precisely 
this familiarity with Adam Smith ’ s "teaching on certain 
specific points makes it more difficult to grasp the sum and 
substance of his doctrines viewed as a whole, and the 
nature and extent of his influence on the development of 
economic doctrine Instead of discussing airily certain 
aspects of Adam Smith, this chapter will therefore in the 
mam endeavour to obtain a compendious view of The 
Wealth of Nations as a whole, so that the more familiar 
portions may be seen in their proper relationship to the 
whole structure 


But before attempting to assess his doctrine, a few 
sentences may be devoted to his more general standpoint 

needgaot detain us here Something may be allowe d to 
hi s teacher , “Iff utcheson, in"Eis e mph asis on what is 
“ natural ”, something — since all thfe crJ.Ec5,»agte£ajnd it 
is Sierefore the ‘corfecFIKing to say — to Mandeville and 
his paradoxical contention that private " vices ” (private 
” interests " would be a saner word) may tend to the 
public g ood, some thing may be allowed to his fa miliar 
in tercourse with the Physiocrats, although it is now" certain 
that the main scheme oFEIs tKought was developed before 
he met the leaders of that school It is enough that Adam 




Smith shared with the PhysiocratsTi 


of eighteenth century thought, th e belief in a na tural 
order. Thfs~beiref7‘m Adam’ SmTfiTs case, was founded 
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m ideas which we re partly philosophical and partly 
religious The natural order implied" "ffie“~femoval of 
restrictions of all kinds, and Smith is therefore a passion- 
ate (though not a dogmatic or doctrinaire) advocate 
of liberty But the removal of restrictions will not, 
in his view, lead to an economic chaos, on the 
contrary, only then will the natural order be able 
to function In such a natural state the divinely 

appointed impulse which keeps the machine going is a 
psychological instmct, in short the interest which each 
man has in himself and m his own. Herein lies the a 
prior i elemen t in Adam S mith, there is ITnaturaT order, 
appointed "By a wiie~Pro vTdence "In which "self-interest will 
su pply j the necessary ' dri ve~to "make the machine go, and 
wilf^^^ act as To produce equilibrium between confend- 
mgjorces This leads to what is in the main a wholly 
optimi stic view o f a wo rld in which a Beneficent deity has 
arranged that progress and harmony shall result from the 
free^play" of i nstincts whi ch are, frankly, self-centred and 
s elBTon c em ed But alongside' this a priori e lement, th ere 
is another asp ect of Adam Smith, in virtueTif whicBTie is 
a hard realisfTat timesThd eed a realist with a dash' of 
c ynicis m With whate ver philosophic bias Adam Smith 
a pproached his problem s, Tiis feet were “always firmly 
planted on the ground Tie was no amateur in mundane 
afSireTand consequently his philosophical preconceptions 
never blind him to the possible expediency of waiving the 
application of those inferences which would seem to be 
implicit m his starting point So also, though Adam 
Smith is undoubtedly optimistic in his general outlook, 
he is far from thinking that all's right with the world 
when it comes to particular cases 
F or the eighteenth ce ntury o ne method of statin g the 
ec onomic p roblem was to discover and la y bare the" so urce 
of wealth The mercantilists, speaking Tiroadly f had 
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attributed the increase of the nation’s wealth to a favour- 
able balance of trade, the Physiocrats had found that 
all wealth comes from agriculture, and that all other 
occupations are “ unproductive ” A dam Smith ’s openin g 
sentence is significant of his whole position " T he ann ual 
labour of every nation is the fund which origin ally 
supplies 7 t with all the necessaries and conve niences of 
life which it annually consumes "* T he source of all 
w ealth" is thus found m ^abour, and to - this is due the 
rather misleading practice, current on the Continent, of 
refernng to Smith’s system (or Smithiamsmus) as the 
industrial system It is misleading because Adam Smith 
in fact wrote before the Industrial Revolution and is 
therefore m no wise its exponent or apologist, as is 
sometimes assumed, he is, moreover, much more favour- 
able to agriculture and much more critical of the industrial 
and commercial mterests than is frequently realized 
Increase of wealth, on Smith’s initial assumption, will 
therefore depend on the skill, dexterity and judgmenTwith 
which labour is applied It is thus that Smith is led 
directly in the first chapter of the first book to expound 
the principle of division of labour The principle of 
division of labour is clearly in no sense new It lay at 
the root of Plato's ideal state, Xenophon, as we have 
seen, knew all about it, and the proverbial wisdom of all 
nations has rendered homage to the essential part of the 
doctrine Yet popular opinion is nght in attaching 
peculiar importance to Smith’s exposition For here, 
d ivision of labour is placed injhejforefront as the cardinal 
fact of econ omic life The reaction of this on Smith's 
doctnne is enormous The influence of this fundamental 
conception in two directions may be indicated In the 
first place, division of labotULnosl uktes ...exchang e later, 
a nd in fac t Smith, from his startin g point, is lea' at the 
1 The Wealth of Nations, Introduction and plan 
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next stage to consider money an d valu e It has been said 
that the weakness of TKe'Physibcrats is that they had no 
theory of value, Smith’s point of departure inevitably 
impelled him to a consideration oFthis problem ~“Th the 
second placeTTEe^fiiplfSSirTard offffTvfsibn of labour and 
its inevitable concomitanfr the subsequent exchange of 
prodUcjSjJedJSnuth-to IqqIc. on society as a vast concourse 
of people held together by th e exchanges effected between 
them, and also to regard wealth as increased by anything 
tending to increase these exchangeable values Here lies 
the root of much German criticism of Smith's thought 
The significance of the opening chapters therefore lies 
not so much in what Adam Smith says with regard to 
division of labour as m the central and dominating place 
which it occupies in his theory T hat division of la bour 
leads to increased outp ut, that its advantages spring from 
increased' dex'ferity, from economy of time, from the 
enco urag ement it gives to inventions are not, in them- 
selves, epoch-making discoveries 1 Even fhe further 
celebrated dictum, that divis ion o f labour is limited by 
the extent _ ojLt_he.xnarket , 2 Ts , properly viewed, little more 
than a truism, for the extent to which labour can be 
divided will clearly depend on the amount of work to be 
done or, otherwise expressed, the extent of the market 
His explanation of the effects of division of labour is more 
satisfactory than his account of the principle which gives 
occasion to it It is not, he says, the result of human 
wisdom, aiming at increased opulence I t spnngs from a 
n atural Jendencyjo_truck_or barter, as though die mere 
act of exchang ewas in itsel f one oFfhe joys of life 3 But 
ha ving ma3j~tHis'Tapse into^ the comparatively absurd, 
Smith nnrp any more reasonab ly makes divi sion of 
labo ur the exp ression of man’s, continual need Jor the 

1 Ibid , Bcok I, chap 1 

3 Ibtd , Book I, chap 3 

* Ibid , Book I, chap 2 
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co-operation and assistance of his fellows “ Man has 
almost constant occasion for the help of his brethren, and 
it is in vain for him to expect it from their benevolence 
only ” And the true Smith further adds “ It is not from 
the benevolence of the butcher, the brewer, or the baker, 
that we expect our dinner, but from their regard to their 
own interest " On this view each one, labouring to satisfy 
the needs of others, secures at the same time that others 
will supply his wants Society is held together by 
exchanges which are prompted by seTf-interest, ancTwKich 
are founded on division of labour 

Having thus disposed of division of labour in the first 
three chapters, Smith procee ds, m the fourth, t o disc uss 
the origins ofjnoney, the need for which he makes one 
of theTconsequences of the nse of different occupations 
among men “ Every man becomes in some measure 
a merc hant,” ancTTherefbre, in effect, a'currency is 
required to serve as “ the universal instrument of com- 
merce " Thus emerges the idea of " relative or 
exchangeable value of goods," and we amv e~~at that 
celebrated, almost notorious, paragraph m which ’"Smith 
says^ that value has two different meanings, sometimes 
expressing the utility of a particular object, and some- 
times its power of purchasing other commodities — the 
fni-rryr hfting “ v alue-in-use. " the latte r " valu g-in- 
e xchang e ” He correctly notes the paradox of value, 
citing"lhe instances of water and diamonds to show that 
a high value in use may be combined with little or no 
value in exchange, and conversely Here is the fruitful 
source of much discussion, above all when the Austrians 
take the boards But as for Adam Smith, m the 
immortal words of Mr Hubert Phillips, 

The wily bird 

Had never heard 

Of marginal utility. 
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E nough at this stage to n ote that Snuth, having stared 
“ value-m -use ” in the Jace, proceeds to consider value- 
m-exchange ' ~ 

Thenext three chapters, so far as subject matter is 
concerned, logically develop the conception of exchange- 
able value thus arrived at In the first place, Adam Smith 
is concerned (in chap 5) to consider what is the " real 
measure ” of this exchangeable value This is one of the 
most obscure chapters in Smith, and it is difficult to resist 
the impression that m Smith’s mind two entirely different 
questions were confused At times he seems to be dis- 
cussing what is the determinant of value, again he seems 
to be considering what, m this wayward, changeable 
world, is the best, because the most stable, measure of 
value Conceivably the value of my fountain pen may 
be determined by the amount of labour that went to its 
malting, an d if it costs 10s , that lnay'he because 10s 
wo rth o f labour, however calculated, "is incorporated m 
it That is one question, but witnessing the oscillation in 
the value of 10s , calculated m 1800, 1890, 1920, to go 
no further, I may feel that I am not very much further on 
when I say that my pen is worth 10s But if to-day a 
charwoman will work for 5s a day, I may say that my 
pen is worth two days’ work of a charwoman I n that ca se 
I should be regarding labour as a better measure of the 
value of my pen thanits gold price To consider what is 
the determinant of value, and what is the ideal measure of 
value are indeed two questions, and in the main it is the 
latter which Smith is after Without descending into 
minute points of textual criticism, the main conclusions id 
this important chapter may be indicated Perhaps the 
most fundamental passage is in the opening statement: 

" The value of any commodity, therefore, to the person 
who possesses it, and who means not to use or consume 
it himself, but to exchange it for other commodities, is 
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equal to the quantity of labour which it enables him to 
purchase or command Labour, therefore, is the real 
measure of the exchangeable value of all commodities " 
In short, t he value of anything to a possessor who 
wants to exchange it, is best meas ured by ffie quantity 
of labour which its selling pnce will secu re. 

~BuT"fEbugh labourm this sense is the real measure of 
the exchangeable value of commodities, their value is in 
general otherwise estimated, from motives of convenience 
and custom they are in fact estimated in money But 
wh ereas gold and s ilver vary m value. “ equal quant ities 
of labour, at all .times and places, may be said to be 
of e qual value to the labourer ” Presumably he~means 
that an aching back to Adam, after his expulsion from 
the garden of Eden, is eqm valent to the aching back of 
a navvy taking up Regent Street With one other 
possible standard Smith toys for a moment Equal 
quantities of com, representing the subsis tence oTTKe 
l abour er, will ~answef~TEe "purpose, probably bette r - than 
any other commodity, and indeed, if we assume a 
generally' operative subsistence^ law of wages and a 
uniformity m the requirements, of .life, this comes" to pretty 
much the same standard as labour The finaTtoncIusion 
is that “ labour, therefore, it appears evidently, is the 
drily universal, as well as die only accurate, measure of 
value, or the only standard bywEich we can compare 
the" values of different commodities, at all times, and at 
aiTplaces'”"' From century to century, com Is a better 
standard than silver, from year to year, silver is a 
better measure than com The whole discussion is 
befogging, involving not merely wholly unwarranted 
assumptions about the stability of the value of labour, but 
also a semblance of circular reasoning The important 
point, however, is that Smith’s conclusion primarily 
relates to labour regarded as the best measure of value. 
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and that, apart from certain ambiguities of expression, 
the argument is not directed, here at least, to proving 
that labour is the determinant of value. 

In the following chapter (Book I, chap 6) Smith 
proceeds to consider the component parts j?l the price of 
commodities In an " e arly ind rude state of socie ty. ' ' 
be fore the accum ulation of stock (capital) and thejippro- 
p nation of la nd, he 'clearly - now makes labour both the 
de terminant and the measure of value AtlEis’ stage the 
whole produce” oFiabour bef6ngs~to" the labourer, and (a 
different order of idea) “ the quantity of labour commo nly 
employed m acquiring or producing any commodity is the 
on ly circu mstance which can regulate the" quantity of 
labour which it ought commonly to exchange for ” 
ThIs, liowever, is only in the early and rude state of 
society When capital accumulates, over and above the 
price of materials and the wages of the workmen, there 
must be something for the profits of the undertaker. 
Although Adam Smith regards the profit of stock as 
merely wages for a particular form of labour, they are, 
he contends, regulated on wholly different principles from 
ordinary wages At this stage neither does the whole 
produce belong to labour, nor is labour any longer 
specifically the determinant of value Lastly, a third 
element arises with the appropriation of land “ The 
landlords, hke all other men, love to reap where they 
never sowed, and demand a rent even for its natural 
produce " Smith, whose views on rent were never clear, 
here regards it, it will be observed, as mere extortion 
T hus we have the very fa miliar tripar ti te div ision whereby 
ln ldTprices there is~an element of rent, of wages and of 
profits, c qrTesp onding to tlie jreat trinity, Land,JLabour 
a nd Ca pital 

But how does this work out in practice? The following 
chapter (No 7) “Of the Natural and Market Prices of 
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Commodities,” contains Smith’s answers He postu lates 
(it is largely an assumption) in each society' an ordinary 
or average rate of wages, of profit and of rent These 
ordinary or average rates he calls the “ na tural ra tes ” 
(a horrible question -begging phrase) at the time and 
place in which they prevail Corresponding to th is is 
the “natural pnce ” of a" commodity, w hich is arrived 
at when it yields _the natural rates of wage’s^ pro fit and 
rent In that case’ the commodity is sofcT “ precisely 
for what it is worth,” an expression which seems to 
imply that value is an objective reality, capable of being 
determined In short the natural (or shall we say 
“normal”?) pnceTepresentsTn its essence a “ cost-of- 
production ” theory of value “ The natural price fs In its 
natu re an idea l, opposed to it, i s the actual or ma rket 
pnce which jis arrived at by conditions of de mand and 
supply - and the competition among buye rs and se llers 
As a result of this competit ion, the natufaTprice will be 
the 'central price to which prices will continually gravitate, 
but in certain exceptioMSTcaseS'fh'e market price may for 
a long 'period of time be 'above the natural p nce Of 
such cases He notes what we should novTcall quasi -rents, 
as represented by increased demand where “ secrets in 
manufactures ” are for a time successfully kept, cases 
where conditions of production are limited, but the 
demand is great, as in the case of wines requiring a 
peculiar soil and situation, and also the cases of monopoly, 
where the price is “ the highest that can be got ” Such, 
j then, is Smith’s theory of value In short, the ideal 
, measure of value is labour at any given moment value 
> is determined by conditions of demand and supply, but 
I under the influence of competition it constantly tends 
! towards the cost of production, apart from exceptional 
cases where the seller is favourably situated 
Having thus deduced the contributory factors of 
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Labour, Capital and Land, Smith m the remaining 
chapters of the first book proceeds to consider how the 
corresponding revenues, that is to say wages, profits and 
rent, are determined The eighth chapter, dealing with 
wages, is an excellent example both of the strength and 
(if one so chooses) the weakness of Smith It may be 
suggested that his arguments lead to no definite conclusion 
with regard to a tenable theory of wages, on the other 
hand he suggests many trains of thought, and there are 
indeed few subsequent theones of wages which cannot 
appeal for support to some passage m this chapter 
The chapter opens with the doctrine that " the 
produce of l abour constitutes the natural recompense or 
w agesoT ^our "—a phrase agam'embodyihg'tET unfor- 
tunate word " natural " In the original state of society, 
Smith says, " the whole produce <?f labour belongs to 
the labourer " Here at the. outset, if one cares, is high 
sancti on for t he doctrine of the " right to the whole 
produce of labour,” which distinguishes a large part of 
nineteenth century Socialist theory Such a position, 
however, cannot survive the appropriation of land and 
the accumulation of capital Somewhat shifting his 
ground, Smith next outlines a theory of wages resting on 
the bargaining strength of employers and workers— in 
effect demand and supply as applied to labour Wages 
depend upon a contract between workmen who desire to 
get as much, and masters who desire to give as little as 
possible Hence there will be a tendency to combine on 
both sides, but Smith has no doubts on which side the 
advantage will lie. Masters are few and can combme 
easily, whereas combinations of workmen are prohibited 
Masters can hold out longer Despite appearances, \ 
” masters are always and everywhere in a sort of tacit, 
but constant and uniform, combination, not to raise the 
wages of labour above their actual rate ” In every sense 
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the master is m a strong position, while the workmen 
seldom derive any advantage from their “ tumultuous 
combinations ” Wages, then, depend on a bargain, but 
all ^_b^ammg 3 SreQgth_ is on o ne side " 'There is, 
however, a lower limit below which' it is impossible to 
reduce wages for any considerable time The labourer’s 
wage must bfe_sufficientjto_supp.ort himself and to enable 
him to bnng up aTamily, if the_race of workmen is to 
be main tained Here is foreshadowed tne iron Law of 
Wages, arrived at as the natural outcome of a bargain 
in which the pull is all on one side. 

Proceeding to consider cases where the labourer has an 
advantage (as in the " scarcity of hands "), we find 
ourselves quivering on the brink of the wages fund 
theory " The demand for those who live by wages, it 
is evident, cannot increase Tmf m prop o rtion to" the 
increase of the funds wfaiChTare destine d to the payment 
of wages ” While the' fund for the payme nt of w ages 
is Thus dependent on national ^wealth, if l S~tl 5 t the actual 
greatness of -national-wealth' that is" decisi ve ."scT fa r as 
wages are~concenied, but its "'continu al incr ease " It 
ls tEerefore Hot necessarily in the nchest countnes, but 
m the most thriving, that wages of labour will be 
highest Here we seem for a moment to be approaching 
the later produce theories of wages ** The liberal rew ard 
o f labour, therefore, as i t is the necessaryeffectTioT t is 

the nah^pl symptom of inrrpflsmg wpal+h ” 

Contrariwise, in a stationary state wages may be low 

The chapter concludes with an extraordmaiy anticipa- 
tion of the essence of Malthusianism in its relation to 
wages: 

" Every species of animal naturally multiplies in propor- 
tion to the means of their subsistence, and no species can 
ever multiply beyond it But in civilized society, it is 
only among the inferior ranks of people that the scantiness 
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of subsistence can set limits to the further multiplication of 
the human species; and it can do so in no other way than 
by destroying a great part of the children which their 
fruitful marriages produce." 

High wages, on Malthusian lines, will mcrcase the 
number of workers If there is an increased demand 
for labour, wages must nse to stimulate the production 
of workers Wages, m fact t .reflect the., demand Jfor 
labour: 

" It is m this manner that the demand for men, like that 
for any other commodity, necessarily regulates the produc- 1 
tion of men, quickens it when it goes on too slowly, and/ 
stops it when it advances too fast " 

This sentence summarizes Malthus with a terseness and 
incisiveness which Malthus himself might have envied 

In the mam, then, Adam Smiths discussion of w ages 
is inte resting because he gropin gly anti cipates s o^much 
of later thpught The doctrine on which he lays most 
stresTTsuiat which makes wages the resultant of the 
bargaming strength of the two parties to the contract, 
and the bearing on this of what he calls the progressive, 
the declining and the stationary state 

In turning, in the ninth chapter, to profits, Smith 
emphasizes that these also , li ke wages, depe nd uprm the 
increasing or declinin g state oT wealth oFT country, but 
the 'relationship Is In the opposite dir ection Increase 
of stock, "by leading to competiti on, will mean a djm inu- 
tiop~off£e rate of profit An indication of the rate of 
pr ofiTir~tS"1yr'foimg~in the ^current rate of inte rest, 
in asmuch as a high rate of interest be tokens that a 
pr ofitable use can be ma3e T~bf capi tal The general 
theory thus presupposes that wages and pr ofits will 
move in opposite directions, not because of tne~~exul6fta- 
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to on of labour by capital, but, because the increasing 
abun dance nf capital , on ..which high wages depend, 
leads likewise to capita) , commanding a Tower rewar d 
To^tKis^generaT' tendency~!Kere are two exceptions 7 in 
new colonies, wages and profits may be high simultane- 
ously, and in a stationary state, in a country with its 
full complement of nches, both may be low. 

So much for wages and profits in general What, 
however, will determine their variations as between 
different employments? This, so far as wages are con- 
cerned, leads to one of the most hackneyed passages in 
Smith (chap io) Broadly, wages will vary unemploy- 
ments, according to their agreeableness, tEe ease in 
learning^ them, the constancy of-employment they offer, 
the trust imposed, and the probability of success His 
treatment of this question is apparently one' of those 
things which age cannot wither, however much custom 
may stale its finite variety His observations through- 
out are just and pertinent, but as a general criticism, it 
may be suggested that Smith’s explanations only account 
for wage-differences m employments between which 
labour is easily transferable He overlooks the fact that 
the reservoir of labour is not one, but rather that labour 
consists of many groups which are isolated from each 
other S mith’s five causes rather inade quately expla in 
the difference In remuneration between a fashion able 
doctor and an " unskilled navvy',” between a Hollywood 
star and a professor of Political Economy Of these five 
causes of variation, it should be added that Smith 
regards two only as applicable to profits, viz , the agree- 
ableness or disagreeableness of the business and the nsk 
involved Moreover, agreeableness affects the employers 
far less than the worker Therefore, on general grounds 
S mith infers that rates of profit will va ry less than rates 
of wage s On the general treatment of profits, it is 
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note wort hy t hat for S mi thy pr ofit is equ ivalent to the 
total return to capital, and that therefore interest is 
merely a constituent element in profits Otherwise 
expressed, there is no systematic analysis of gross profits 
or net profits 

Lastly, there is Rent (chap 11), with regard to which 
Smith remains amphibious His mam statement tends 
to look upon rent as mere extortion I t is " nat urally 
the highest which th e tenant can afford, to pay in the 
ac tual circ umstances of the land” What is Jeft over 
" is evidently the smallest share with which the tenant 
can content himself, without being a loser,, and the. land- 
lord^ seldom means to leave him more ” So far from 
re nt repre senti ng a reasonable profit on money sunk: in 
improvements, the landlord, he goes on, demands a 
rentjjy fill for unimproved land Ricardo, later, boggling 
at the_- " even,” would say that this alone w as rent. 
Thg _, ren t of land is therefore “ naturally a monopoly 
PQCe.” Conjointly with this, there is, cunously, the 
purely Physiocratic doctrine that rent springs from the 
bounty and generosity of Nature 

” Land, m almost any situation, produces a greater 
quantity of food than what is sufficient to maintain all the 
labour necessary for bringing it to market, in the most 
liberal way in which that labour is ever maintained 
Something, therefore, always remains for a rent to the 
landlord ” 

With all its confused thought, this is precisely the 
Physiocratic view Here there is no Ricardian finesse, 
no subtle juggling with land at the margin. 

For a conspectus of the economic views of Adam Smith, 
the second book dealing with " the nature, accumulation, 
and employment of Stock ” (i e , capital) is of less 
importance than the first, but here also there are points 
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which reveal the essential Smith His analysis of the 
m eaning of capital and his account of fixed and circulating 
capital need not detain us, but his discussion of the 
accumulation of capital and the distinction between 
productive and unproductive labour have been the 
occasion of so much criticism on the part of those writers 
who are unsympathetic to Smithianismus that these 
points ought not to be passed over in silence 
The distinction between productive and unproductive 
labour, as has been seen, was an evil legacy of the 
Physiocrats, but with Smith the words have a new 
meaning Productive labour is now that labour which 
adds value toThe' material worked upon, unproductive 
labour is” laboiir which, however useful, results in no 
increase of va lue In Smith’s vigorous language, " the 
labour of the manufacturer fixes and reaEze sfitse lTin some 
particular subject or vendible commodity, which lasts 
for some time at. least after that labour is past ” l It has 
therefore been productive' Oh fhe other hand, the ser- 
vic es of a in eniaLseryant- takin g him as .an exampl e of 
un productive labou r, " generally pensh in the very instant 
o f their perform ance " — and. forthwith intojEs~galley, 
along with Jthe menial, ^servant, goes the sovereign, 
accompanied by all the army, the navy~ ~an3 ~ tfie~ civil 
service^ followed by churchmen', -lawye rs, buf foons and 
opera dancers All these — and it is a hard saying — 
render sendees which pensh in the very instant of their 
performance 

But do they? the ordinary man asks Adam Smith's 
test of productive labour is that the labour should realize 
itself m a " vendible commodity " — or result in a higher 
vendibility. On this, as much as anything, is based the 
charge of materialism which the German idealist school 
brings against Smith His view of wealth, it is said in 
1 The Wealth of Nations, Book A, chap 3 
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critici sm. is tha t it consists of thin gs that can be and are 
brough t to the market and sold , and consequently that an 
increase of wealth occurs wheneve rlhere is an increase ot 
exc hange value s The whoITcohlfoversy with regard to 
productive and unproductive labour strikes us nowadays 
as rather futile— a fertile field for suggesting insoluble 
conundrums which are sometimes not unamusing Two 
things only need be said * firstly, there may be all manner 
of occupations which are unproductive m the Smithian 

ThiT doctor who saves theEfe of a worker shou ld be 
allow ed some share in the" worker's later productivity , 1 
and a nation whose existence KaFheeiTsalved'by'an army 
of mercenanes, ought not, in writing their epitaph, to 
record that their services penshed in the instant of them 
performance Secondly, precisely the sa me ser vices may 
or may not result in an increase of e xchange able^vaTues. 
The - ” pastry-coolTwhd produces a pie and sets it m the 
shop window, may pnde himself on the productive labour 
which he has fixed in a vendible commodity, but what of 
the cook-general, a menial servant, whose pie perishes in 
the instant of its production ? 

The other pomt m the same chapter which is pre- 
eminently characteristic of Smith is his emphasis on 
parsimony as the basis of accumulation, not merely of 
private wealth, but also of the wealth of the State To 
parsimony, mdeed, rather than to industry, the increase 
of capital must be attributed Though unacceptable later 
to Lauderdale, this paean, admirably adapted to further 
the Savmgs Movement, is on reasonably orthodox lines 
Every prodigal is a public enemy, and every frugal man 
is a benefactor, and reasons for this faith are vigorously 
annexed What is impo rtant in Smith's exposit ion is, 

1 As Mill, later, realized, but it only led him deeper into the 
bog 
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howev er, the manner in which he Jinks t his up wit h bis 
fuH3amental principle of self-interest, which is , by its 
impulse to economy, a power capabtetrf'i&vM^IEe State, 
the erfors ofgovemment notwithstanding . 

1 " This frugality and good conduct, however, is, upon 

most occasions, it appears from experience, sufficient to 
compensate, not only the private prodigality and mis- 
conduct of individuals, but the public extravagance of 
government The uniform, constant, and uninterrupted 
effort of every man to better his condition, the principle 
from which public and national, as well as private 
opulence is originally derived, is frequently powerful 
enough to maintain the natural progress of things towards 
improvement, in spite both of the extravagance of govern- 
ment, and of the greatest errors of administration Like 
the unknown principle of animal life, it frequently restores 
health and vigour to the constitution, in spite not only of 
the disease, but of the absurd prescriptions of the doctor " 

Here self-interest becomes the very life force of society, 
saving the State in spite of itself 1 

The last chapter in the second book (chap 5) deals with 
the various ways m which capital may be employed, 
and their relative advantages from the point of view of 
giving encouragement and support to productive labour 
Smith’s argument is remarkable, firstly, for the notable 

1 Another passage in the same chapter lays even greater stress 
on the permanent pervasive influence of self-interest, though 
without linking it up with the public benefits flowing therefrom 
" But the principle which prompts to save, is the desire of better- 
ing our condition, a desire which, though generally calm and 
dispassionate, comes with us from the womb, and never leaves 
ns till we go into the grave In the whole interval which 
separates these two moments, there is scarce perhaps a single 
instance, in which any man is so perfectly and completely 
satisfied with Ins situation, as to be without any wish of altera- 
tion or improvement of any kind An augmentation of fortune 
is the means by which the greater part of men propose and 
wish to better their condition, etc etc 
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infusion of Physiocratic doctrine, of which Smith was; 
never able wholly to nd himself, and secondly, for its- 
enunciation of latssez-faire doctrine, more fully elaborated 
at a later stage The problem is to determine m what 
order the various possible employments of capital should 
be ranked, having regard to their comparative advantage- 
ousness to society At the head Smith places agriculture* 

“ No equal capital puts into motion a greater quantity ot 
productive labour than that of the farmer ” But the 
reasons he assigns are almost exclusively Physiocratic in* 
character, based on the assumption that m agriculture. 
Nature is herself an active co-operatmg agency 

“ Not only his labouring servants, but his labouring, 
cattle, are productive labourers In agriculture, too. 
Nature labours along with man, and though her labour 
costs no expense, its produce has its value, as well as that 
of the most expensive workmen ” 

Nature h erself, in short, produces something which has su 
valueTlt I s Turg ot’s " pure^grff^^OV^' again: ^fter 
agriculture, Smith places manufacturers, and in the third] 
place Tfie~~Trade~of 'esport , a6on~~" Smith h ery 1 s~ar onel 
with th e PhyslQcmT fLnrewf^Tof the mercantilist scale of 
values Sofar as concemsTradeTfEtT Rome trade, from 
tEe~pomt of view of employment, is preferable to the- 
foreign trade of consumption, and that again is preferable 
to the canymg trade But natural forces " without any 
constraint or violence ” should determine the distribution 
of capital between the different employments 

“ The great object of the political economy of every 
country is to increase the riches and power of that 
country. It ought, therefore, to give no preference nor 
superior encouragement to the foreign trade of consump- 
tion above the home trade, nor to the carrying trade 
above either of the other two It ought neither to force? 
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nor to allure mto either of those two channels a greater 
share of the capital of the country than what would 
naturally flow into them of its own accord " 

Thus does Adam Smith, the great apostle of laissez-faire, 
deploy his forces for the grand argument m the fourth 
hook 

The fourth book, designated “ Of Systems of Political 
Economy,” is devoted largely to a criticism of the mercan- 
tilists, and to a smaller extent of the Physiocrats, and it 
is here, as agamst the mercantilists, that the full argument 
for Free Trade and agamst Protection is developed Adam 
iSmith’s statement of the mercantilist position, crudely 
\ihat “ wealth consists in money, or in gold and silver,” 
is not wholly above reproach, but we are here concerned 
with the development of his own views rather than with 
his representation of the views of others With becoming 
brevity, his view may be taken to be that gold and silver 
are commodities on the same footing as any others, and 
that the natural course of trade will bnng to any country 
the gold and silver it requires : 

' ‘ A country that has wherewithal to buy wine will always 
get the wine it has occasion for, and a country that has 
wherewithal to buy gold and silver will never be m want 
of these metals They are to be bought for a certain pnce, 
like all other commodities; and as they are the price of all 
other commodities, so all other commodities are the pnce 
of these metals ”* 

The freedom of trade that brings us the wines we require 
can be relied on to bnng us the gold and silver we require 
Moreover, on account of their small bulk and great 
value, no commodities regulate themselves more easily or 
perfectly to the effective demand for them than do the 
precious metals 


1 Ibtd , Book IV, chap 
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Not only so, but on lines familiar to modem monetary 
theory, Smith argues that it is a futile proceedmg to 
endeavour to restrain gold and silver from leavmg the 
country, if the natural course of trade would lead to their 
withdrawal “ All the sanguinary laws of Spain and 
Portugal " cannot prevent the exportation of gold and 
silver from these countries if, owing to excess of the metals 
there, they should fall m value below what they command 
elsewhere This is merely the familiar point, already 
encountered m Hume, that excess of gold will result in 
high paces which, by making the country a good country 
to sell to and a bad country to buy in, will result m a 
dram of gold until equilibnum and stability are again 
established Gold and silver are, mdeed, less essential 
than other commodities " If provisions are wanted, the 
people must starve ", but there are expedients, as in a 
paper currency, for getting along without gold and silver 
It is only a small part of a nation's produce that is 
required for purchasing gold and silver from neighbounng 
countnes, the greater part is circulated and consumed at 
home, even of that which is sent abroad, the greater part 
is destined for the purchase of foreign goods All this 
could go on without the mercantilist itch for gold The 
whole of Smith's argument thus tends to look upon gold 
not merely as a commodity stnpped of mystic qualities, 
but as a commodity which is really subservient to other 
commodities, and therefore less important * 

" Goods can serve many other purposes besides purchas- 
ing money, but money can serve no other purpose besides 
purchasing goods Money therefore necessarily runs after 
goods, but goods do not always or necessarily run after 
money " l 

" Look after trade, and the gold will look after itself," 
* Ibtd , Book IV, chap x 
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is, in effect, the sum of Smith’s teaching on this point 
Claims that gold is a more durable form of wealth rest on 
a misconception Hardware is more dur able than w ine, 
but we do not Jherefore heap up har dware *' to. the 
mcrechbhT multiplication. _pf Jthe pots an d pan s ofthe 
countr y ” The number of pots and panswEicBTiF is 
expedient a country should possess is limited by the use 
there is for these utensils, and in the same manner the use 
there is for the precious metals sets a limit to the quantity 
of these which any country may wisely or profitably 
possess Increase the use of_gold and si lver, ' * and you 
will infallibly mcr^ejEejguantity ” , if you artificially 
increase The" quantity beyond the use there is for them, 
nothing will prevent the metals from going elsewhere 
If foreign trade does not exist for the purpose of 
acquiring gold and silver, wherein he its advantages? 
Adam Smith replies that it brings two distinct benefits 
It cames out surplus produce, and it bongs back some- 
thing for which there is a demand More significantly for 
Smith’s general standpoint, as a result of foreign trade 
“ the narrowness of the home market does not hinder the 
division of labour in any particular branch of art or 
manufacture from being earned to the highest perfection ” 
Foreign trade is, m fact, for Adam Smith, merely an 
extension of domestic trade It extends division of 
labour, it increases specialization, it multiplies exchanges 
So much for Smith’s general cnticism of mercantile 
assumptions It is difficult to resist the impression that 
he somewhat overstates his case in arguing that gold is a 
commodity exactly like any other Onginally it doubtless 
was; but when one commodity, for whatever cause and 
whatever it may be, becomes the universally accepted 
medium of exchange, it attaches to itself qualities which it 
did not possess before its elevation to the rank of money; 
and henceforth it is bound to be a commodity somewhat 
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different from all others The fact that gold is universally 
acceptable, that it is consequently wealth which can be 
potentially applied in any direction, sufficiently distin- 
guishes this utensil from Adam Smith’s pots and pans 
Smith next proceeds to consider the various expedients 
whereby the mercantilists had sought to secure a favour- 
able balance of trade His most instructive and illuminat- 
ing chapters are those which relate to restraints upon 
imports Of such restraints he distinguishes two lands, 
t he first being restraints upon the importation of such 
commodit ies as might be made at home, irrespective of 
the ^co uhfry~the y c ome 7rdmT~ w hile" The - ' second class is 
represented bv the more mercantilist idea o f restra ints on 
all goods which % pp^n to^come from countries with which 
the ^balance of -fratje js janfavourable The first is the 

typically straightforward protective d u ty, aimin g at giving 
a monopoly to the home producer Such a protective 
duty, Adam SmitlT admits, may give encouragement to 
any particular industry to which it is applied, and may 
direct labour and capital in that direction, but as industry 
is limited by capital, such a regulation cannot increase 
the quantity of industry in any country beyond what the 
capital will maintain A protective tariff will therefore 
merely divert industry from one trade to another 1 
Moreover, Adam Smith argues, it will divert it from a 
more advantageous to a less advantageous channel And 
this for two reasons Firstly, from motives larg ely of 
se curity, the merchant wifi~prefer to put his mone y in the 
home t rade r ather than Tnthe fo reign trade of c onsump- 
tion^and-^£E2§gi©Ifr5^]^onsumption rather than 
injh» carrying trade But that is the order in "which the 
possible uses of capital are to be arranged, viewing them 
from the point of view of their advantageousness to the 
country. The second reason is more fundamental , and 
1 Ibtd , Book IV, chap a 
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leads to the core of Smith’s doctrine Every individual is 
aiming aTii" profifT andTtEerefore uses his capital where 
the produce is likely to be of the greatest value But the 
annual revenue of society is the sum total of all that is 
produced Therefore each individual, pursuing his own 
ends, is unconsciously helping to increase the wealth of 
the whole: 

“ He generally, indeed, neither intends to promote the 
public mterest nor knows how much he is promoting it 
By preferring the support of domestic to that of foreign 
industry, he intends only his own security, and by direct- 
ing that industry in such a manner as its produce may be 
of the greatest value, he intends only his own gain, and 
he is in this, as m many other cases, led by an invisible 
hand to promote an end which was no part of his 
intention ” 

Such is the invisible hand whose intervention miracu- 
lously harmonizes the pursuit of gam with the promotion 
of the public good — the quasi-religious sanction of laissez- 
faire Moreover, in the pursuit of his own interests, each 
one is a reasonably competent judge, certainly, knowing 
the local circumstances, he is a better judge than any 
Government It is a “ most unnecessary attention ” on 
the part of a statesman to direct private people how they 
shall apply their capital, and this is what is done when, 
by restraints placed on imports, trade and industry are 
diverted into channels which they would not have taken 
of their own accord Protective tariffs are, in short, 
either useless or hurtful — useless, if without them the 
home product is as cheap as the foreign, hurtful, if it 
prevents people buying m the cheapest market . 

“ It is the maxim of every prudent master of a family 
never to attempt to make at home what it will cost him 
[more to make than to buy What is prudence in the 



ADAM SMITH 


147 

conduct of every pnvate family, can scarce be folly in 
that of a great kingdom ” l 

Such , m cnmpwhat ronriertseri form, is the substance 
of Adam Smith's argument for Free Trade Fortunately 
it is nor^ecessa!y : 4l^"ttr'try'The great issue, but, 
without in any way impugning or even considering the 
case f or Free T rade, it is worth noting how essentially 
Adam Smith's argument is based on the ideas and the 
circumstances of his time The basic a rguments a re 
two firstly, that there is a natural order in which men 
dir ect theTr_ capital~ang~ their enterprise, and fhat this 
na tural ord er foltbws a descending 'grade of advan- 
tag eousnes s, from the~ country’s point— of- - view This 

corresponds to the conditions of the time when capital 
was relatively immobile, and when men were timorous 
of letting it out of their sight ‘ ‘ Home is, m this 
manner , the centre." S^yfi Adam Smith^ "mnmTwhirh 
the capitaJs-nf.Jhe mhabitante„^ are 

c ontinu alljL— circulating " With the development of 

foreign mvestment and the internationalization of finance 
and enterprise, no one would say this to-day The 
se cond main a rgument -is that of the invisible hand, the 
div inity which shapes our selfish ends to public pur- 
poses^ Fra nkly, we do not believe it. rather have, we 
le arned that the interests and the prosperity of. the 
indi vidual ma>T be~in conflict _with_thf! well-being nf the 
community, thatmols uES simple process o f matbemahral 
inte gration as Smith suggests is permis<uhk> If S o, there 
must be a restraining power, and the restraining power 
can be vested nowhere but in the State itself We have 
thus lost faith m the fundamental assumptions of laissez- 
faire, and Adam Smith’s observations on the " folly and 
presumption ” of Government intervention, the outcome 
1 Ibtd . Book IV, chap a. 



148 DEVELOPMENT OF ECONOMIC DOCTRINE 

of many irritating restrictions on trade, do not awake 
the ready response that once they did Yet Adam 
Smith wa ^ far from being the doctrinaire free-trader of 
theJ^^ilwhieh-ar-tefeZ-gaheraiSnlprp^ced Henotes 
two cases -where, .some burden shou ld be _ placed upon 
foreign^ for the encouragement of do mestic, industry, 
and two others where the matter is, as he. says* one for 
dehberation Two of these at least are such that Adam 
Smith's authority may be, and has been, invoked in 
support of fairly wide departures from Free Trade policy 
The fifsh-defimte-^exception . is “ when some particular 
sort of industry - is necessary for the defence of the 
country. ' ' Defence i s of m ore import ance than op ulence , 
in Smith’s famous dictum, and Smith, an ardent patriot 
in spite of cosmopolitan tendencies, approves of the 
Navigation Act on this ground In these days, when in 
the event of war the whole nation and all its resources 
are pitted against the enemy, it is obvious that this 
exception, if admitted, will claim a wider application 
than in Smith's time 

The, s econd definite exception is of little importance in 
these_dayi4.-it_relates_tQ Jhe .jmposi tion~ot an im port 
duty_jwhke- J a..laX--Qf. the nature _ol j ui. excise _ 3 uty is 
already imposcd-on^the .domestic, production of a com- 
modity. Thus merely equalizes Jhe , condition s as between 
the home and the foreign ggods, and _it" T s there fore 
merely ajstep toward s eq uality of treatment ~The~Tirst 
of The two matters of dehberation relates to the vexed 
question of retaliation, where high duties are imposed 
by a foreign country, and where the object of intro- 
ducing duties is to persuade the foreigner to remove his 
Of such duties, Smith gives a vague approval, if they 
are likely to succeed, but whether or not they are in 
any case likely to succeed he refers to that " insidious 
and crafty animal vulgarly called a statesman or 
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politician.” The fourth of the exceptions (the second 
of the cases for~deiiberation) relates to how far and in 
wh at man ner i t is prop er t o restore Free Trade when 
it has been lost The argument is not without interest 
m modem times Smith realizes that the sudden 
introduction of Free Trade may result m wide unemploy- 
ment in industries suddenly exposed to foreign com- 
petition, and he adds that ” humanity may m this case 
require that the freedom of trade should be restored 
only by slow gradations, and with a good deal of reserve 
and circumspection ” Smithes ir> thf* ^t pract, f 

of hum anity, to postpone the restoration of Free T rade 
in order _1 q, . prev ent th e em erge nce ~of uhemployniient, is 
of some interest in an age deafened- w ith ple as for pro- 
te ction to cure existing unemploy ment 
Fro m Ada nTSmlS^ criticism of the second class of 
rest raints on imp orts (restraints on all goods from 
countries with which the balance of trade is unfavour- 


able 1 ) two jnypts nf general interest , emer ge Firstly, 
as a gainst the mercantilist tendency to consider t hat the 
inte rest of each ~nat ion co nsisted in "beggaring its n eigh- 
bou rs, he emphatica lly asserts the common interes ts of 
all natio ns in these matters It is a point familiar alike 
to tfiePhysiocrats and to David. .Hume A trade earned 
on ,r withouFforce or restraint ” is advantageous to both 
parties, and, whatever may be the case dunng war, it 
is in peace to the advantage of every nation to be 
surrounded by wealthy and prosperous nations "As 


a nch man is likely to be a better customer to the 
industrious people in RtsuelgEbourhood than a poor, so 
is lik ewise a rich - nati on. 17 T he~second~~po~int is his 
adu mbration, as agai hlf th e balance of trade, of anot her 
and more important balance, the balance of the a nnual 
produce and consumption This is the r eal test of 
~~ ibid ," Book 'IV, chap 3 
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prosperity, and it may exist in a ^mintry without 
foreig n trade, cut off from all other nation s, iust a s it 
may exist HL-thfi. a'diTTyj^yea as a whole A country 
may enjify a balance of produce over consumption when 
its balance of trade, estimated on mercantilist lines, is 
unfavourable But Adam Smith does little more than 
hint at this idea without developing it 

The crit icism of the Physiocratic system (entitled “ Of 
the Agricultural Systems^~w hich~fo!lows the ca mpaign 
against the mercantilists is a shorter encounter Its chief 
interest perhaps lies~~in tEe~ revelation "of The extent to 
which Smith remained, unconsciously -and despite his 
protestations,- in the" Physiocratic. line of thought In 
criticizing the Physiocratic" use of the words “ produc- 
tive ” and “ unproductive ” he says, and with evident 
truth 

“We should not call a marriage barren or unproductive, 
though it produced only a son and a daughter, to replace 
the father and the mother, and though it did not increase 
the number of the human species, but only continued it 
as it was before M1 

True, but the Physiocrats, and not merely the Physio- 
crats, would say that such a marriage was not ultimately 
productive of an increased population, which is the 
I essential Physiocratic point And even more emphati- 
cally of the Physiocratic tram of thought is a subsequent 
sentence 

“ As a marriage which affords three children is certainly 
more productive than one which affords only two, so 
the labour of farmers and country labourers is certainly 
more productive than that of merchants, artificers, and 
manufacturers The superior produce of the one class, 
however, does not render the other barren or unpro- 
ductive ” 

1 Ibid , Book IV, chap g 
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In admitting the greater productivity of agriculture, 
Adam Smith accepts the essence of Physiocracy. As Mr. 
Gonnard has well put it. Smith, m protesting against 
the word, accepts the idea 1 

Other points, and these by no means the least interest* 
mg for a comprehension of the complete Adam Smith, 
must here be passed over. In particular there is his 
scheme of Imperial Federation, a by-product of his 
criticism of the mercantilist colonial policy, there is his 
discussion of the principles of taxation which has lived 
on in so many text-books, there is his chapter on the 
expenses of the Sovereign, from which inferentially may 
be deduced his views on the functions of Government, 
and the exceptions (agam considerable) which he would 
allow to the general principle of non-intervention But 
enough, it is hoped, has been said to indicate the main 
features of Adam Smith’s system of thought viewed as a 
whole, and his commanding place m the development 
of economic doctrine For und oubtedly he is not merely 
th e central and greatest figure in the developme nt of 
Political E conomy as aj reparate branch of study, his 
infl uenceT^both^n thoughTanfl practice, Ms~5 eeh greater 
tha n that oTany other economis t His great mentTa y in 
presen ting an interp ret ation 0 jj life wh ich^jip to a point, 
corres ponded, and still corresponds, with the facts o f the 
case jHe saw society on its economic side working 
automatically through competition and self-interest, the 
whole being knit together by division of labour and the 
multiplex process of exchange resulting therefrom. The 
efficienc y of this self-adjusting machinery w^s suc h tfiaf 
all Via fWn and pd was liberty for its fuller and b etter 
f unction ing Much of this, it is true, is a fmort in its 
character, but the Adam Smith who took refuge in the 
shadow of an invisible hand is constantly corrected by 

1 Gonnard, Histmre des Doctnnes Economtques, Vol II, p 2x1. 
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another Adam Smith, a hard-headed, shrewd, far-seeing, 
somewhat cynically wise and slightly sceptical Scot, such 
as every village on the eastern sea-board of Scotland 
produces in large numbers, though few may attain to 
the eminence of the most eminent son of Kirkcaldy 

The Adam Smith of the large unproved assumption 
is indeed admirably balanced by that other Adam Smith 
who knew so much about his fellow-men that he is never 
surprised mto anything more than a biting phrase which 
is almost kindly even when it cuts Smith, perhaps for 
the same reason, is full of contradictions, putting it more 
generously, he is many-sided A cosmopolitan, if ever 
there was one, no one was ever more patriotic, the 
supreme exponent of latssez-fatre and of the ultimate 
beneficence of the individualistic and self-centred 
instincts, he is under no illusions regarding the conse- 
quences of unrestrained selfishness The oracle of Free 
Trade from his own to the present day, he has furnished 
the Protectionist Party with the motto which, if it were 
wise, it would inscribe on its banner That Smith 
contains something for all men and for all causes, is 
the supreme proof that he was a giant compared to all 
who stand around him 

Yet Smith has not escaped criticism, and to one school 
of thought he has apparently continually acted as an 
irritant Smith’s feet were so firmly planted on the 
ground that those whose heads are lost m the clouds 
have never realized how secure his footing was The 
idealist school and those whose patriotism is barbed 
with enmity for others, have been uniformly unkind to 
Adam Smith H ildebrand, List, Muller, and in our own 
day Spann, represent a w ell-defined line oT cnticism. It 
may be as well to note wherein hostile criticism suggests 
that the weakness of Adam Smith lies 
f Firstly, it is suggested that his view of wealth is too 
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narrow . His starting point, it has been seen, leads to 
the idea of exchangeable value, and he therefore ld enti- 
fies wealt h with exchangeable, value His theory, there- 
fore, merely relates to the “ formal laws of value and 
of price," 1 and consequently the wider aspects of 
national welfare elude him Here, as in most of these 
pomts, Smith is his own best corrective, and a perusal 
of The Wealth of Nations in its totality will rectify any 
erroneous impressions based on particular passages 

Secondly, the re is the charge of excessi ve indivi dualism, 
th at he is, in tHeGennan^phrase "atomisti sch," viewing 
socie ty as a vas t crowd jif individua ls, unrelated except 
by the i nteraction on~each other of their'selt-Ihterested 
motives^, conseq uen tly , that he misses the significance of 
the^ State m which, on one view of politics, the individual 
aJonejUtams true significance That Smith is not one 
of tKose who regard the State as a Holy Leviathan may 
be frankly admitted, that he did not recognize the need 
for the protective functions of the State can hardly be 
a charge against one who, in fact, wrote before the 
Industrial Revolution, since the modem idea of the 
State as a protective agency is largely the result of 
conditions which became apparent after Adam Smith's 
day 

Thirdly, t he critics have found in Smith a c ertain 
m aterialism, an absence o f I dealism Partly this is an 
extensioD-of-4he-hrst 4>oint mentioned above* _ihe_ limita- 
tion of wealth to things that can be.baught_and-.sold 
Buf’piartiy also the criticism goes beyond this, and 
suggests that S mith does no tapproa ch questions rela ting 
to th e right consumption oT~wealth or the higher ends 
a nd uses of wea lth Superficially again, there may be 
some substance in the criticism, especially if based on 

> See Spann in the translation now available under the title 
Types of Economic Theory 
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isolated passages, m fact Smith’s treatment has a com- 
prehensiveness which will be sought for in vain in most 
of his successors So far as there is any foundation in 
the criticism, two answers may be suggested Firstly, 
deliberately and of intention, The Wealth of Nations Is 
only a half of Smith, designedly it embodies his thought 
on the economic and material side of life alone And 
secondly, like all (or most) Scots, Adam Smith did not 
easily wear his soul on his sleeve, and was rather tongue- 
tied m the presence of the lofty theme ? The true Scot 
shnnks from speaking of the ideal, fearing lest he may 
thereby look silly 

And so we take leave of Adam Smith. 



CHAPTER VI 


MALTHUS AND RICARDO 
Malthus 

Th omas Robert Ma lthus 1 (1766-1834) the second of the 
trinity who lai (T~tKe foundations of classical^ English 
Pol itical Ec onomy , is/ fo'ra" 'fairly prolific wnter, surpns- 
mgly the author of one book, the protagonist of one idea. 
That book is his Essay, to which it is scarcely prudent to 
give a more precise title, since it varied with the years, 
the idea is the so-called *' Principle of Population ” It is 
safe to say that no reputable citizen has ever been so 
vilified and abused as Malthus, no wnter of the first 
magnitude has been so often “ refuted " — even though, as 
must be added, by wnters who give so copious evidence 
of neither having read nor understood the object of their 
hatred 

Yet, in a sense, Malthus neither wrote anything very 
new nor anything very startling If by Malthusianism is 
meant the doctrine of Malthus — which is perhaps a large 
assumption — then Malthusianism was not without its clear 
exponents before the days of the Essay on Population 
I n that chapter on wage s, in which so many wage theories 
are hinted at, Adam Sm ith, as has been seen in the 
passages already quoted, had observed that ** the demand 

1 Born near Dorking, 1766: ninth wrangler, Fellow of Jesus 
College, entered the Church, Professor of Political Economy at 
Haileybury College (East India Company) In addition to the 
Essay on Population, wrote a considerable number of pamphlets 
(as on Rent and Importation of Corn), and also Principles of 
Political Economy 
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for men, like that for a ny other co mmodity, regulates the 
productiorTof men ” Here, if one so chooses to regard 
it, 'is the "quintessence of Malthusianism, and many other 
writers m the second half of the eighteenth century, 
including the elder Mirabeau — to name but one — might be 
drawn upon to furnish quotations m the Malthusian line of 
thought Such originality as may be claimed on behalf 
of Malthus, hes in the fact that he realized the importance 
of a principle which others had casually stated, what 
others had disposed of in an obiter dictum became for 
him a central and dominating principle illuminating all 
things 

Malthus is comprehensible only in the light of the 
impulse to which the Essay on Population owes its 
origin and the curious stages by which Malthus’s doctnne 
developed The essay sprang from a do mestic debate 
between Malthusand hisfather, Darnel Malthus, a man of 
left-wingish views and a friend of Rousseau' The a ir 
wasjjTe p full nf beat ific ^visions of terrestrial paradises, 
represented by the glowing enthusiasm "oTCon 3 orcet, and 
crystallized m this country in the Po litical Ju stice (1796) 
ancf TKe'Enquifer^(l 7 g/ 7 ) of Godwin. Godwin, if any- 
thing, is a political theorist, and only by his repercussions 
concerns economic doctnne, it is therefore sufficient to say 
that the state which he prophetically foresaw was an 
anarchic society, m which happy men, freed from the 
fetters of property, of the passions and of mamage, would 
live blissfully at the cost of half an hour’s labour a day 
On such day-dreams, based on the perfectibility of man, 
and indeed his ultimate immortality here on earth, father 
and son disputed, and the dispute being ended or sus- 
pended, young Malthus, moved by the espnt d'escalier, 
proceeded to commit to paper the arguments which would 
most effectively have cornered his father, had he thought 
of them in time 
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Thus arose the first edition of the Essay on Population j 
issued in 1798, and its character corresponds to its origin. 1 
It is indeed a work full of the vigour and fire of youth, a 
dashing polemic against Godwin and Condorcet, designed 
to disprove the “ perfectibility of man ” in the Godwinian 
sense, by proving the instability of the state of society 
foreseen by Godwin 

In the first edition Malthus, f or the routing ^Godwin, 
makes two postulates, firstly that food is necessary to the 
e xistence o f man, and secondly that " the passion between 
thesexesTs necessary, and will remain nearly in its present 
state - ” 1 Po pula tio n, in short, has a grea ter powe r of 
in crease than the means, of. subsistence — the celebrated 
ge ometr ical and arithmetical progressions appear m a 
hardened and somewhat dogmatic form in the first edition 
Thus'armed, Malthus has much enjoyment in disposing 
of Godwin, for assuming the Godwinian society safely 
launched, it would be impossible to imagine a state of 
society more favourable to population Apply the geo- 
metrical and arithmetical progressions, and where would 
it be in the brief period of fifty years? Back come the 
hateful passions, the mighty law of self-preservation 
reasserts itself, and *' the whole black tram of vices that 
belong to falsehood are immediately generated.” The 
thesis of the first edition is simple, if it be granted that 
p opulation has a greater power of increase than the means 
oTsubsistence, there must be forces keeping the population 
withuTTts du e bounds " Now since these chec ks on 
population are reducibl e to vic e and. . misery, the 
GodwmiaTT Heaven upon earth is but a beautiful fabric 
of the imagination which vanishes at the severe touch of 
truth 

Having fi red his squib .Malthus proceeded systemati- 
cally to get up his subject, and he .-tra velled and re ad 

1 First edition, reprinted by the Economic Society, p 11. 
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I extensively with the object of turning his earlier impulsive 
1 production mto a mature discussion of the whole question 
IThe result was the second edition of 1803, m some respects 
a veiy different book from its forerunner. In one particular 
the criticisms and discussions of the intervening years 
led Malthus to make an alteration which fundamentally 
altered his argument I n his first sketch h e had allowed 
onl y two checks on po pulation, namely viceandmisery, 
but, as has been hinted, there are many old bachelors who 
are obviously not unhappy and who are not obviously 
vicious To meet .this, difficulty, Malthus flow introduced 
a third possible check on population, represented by 
moral restraint, but in thus varying his original doc trine 
to meet an obvious criticism, Malthus in effect knocked 
the bottom out of his original argument. For with moral 
restraint as a third possible check on population, the 
argument agamst the perfectibility of man (within reason) 
was clearly deflated, since the Godwinian earthly paradise 
might never be exposed to the insidious attack of the black 
tram of vices, if it were a possible (even if unlikely) 
contingency, that the inhabitants might practise the 
necessary amount of moral restraint Consequently, 
' Condorcet and Godwin, whose names had figured on the 
title page, tend to fade out of the picture 
In the more careful statement of the second (and 
subsequent) editions, Malthus obligingly summarizes what 
he has to say in the opening chapter where his doctrine 
is conveniently compressed into his three celebrated 
propositions : 

1 Population is necessarily limited by the means of 

subsistence 

2 Population invariably increases where the means of 

subsistence increase, unless prevented by some 

powerful and obvious check. 
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3 These checks, and the checks which repress the 
superior power of population, and keep its effects on 
a level* with the means of subsistence, are all resolv- 
able into moral restraint, vice and misery 1 

Of these three propositions the first requires no proof; 
there cannot be more people than the means of subsistence 
will support The second is obviously regarded by 
Malthus as an excessively cautious statement, and he 
hankers m a footnote after a more precise formula to the 
effect that " population always increases where the means 
of subsistence increase,” and throughout he argues on the 
more precise conception that where the food is increased, 
there will the population also be mcreased, so that food is 
m effect a demand for population. On this point hinges 
the discussion of the two ratios, the geometrical and 
arithmetical progression, which play so large a part 
in Malthusian controversy Malt hus assumes that the 
im pulse to increase of n umbe rs in the human, race is 
consta nt atTalTtimes a nd In 'all circumstances As he 
p juases it m one p lace, “ thejpassion between the sexes 
has app eared m every age to be so nearly the same, that 
it may alway s Be considered^ m algebraic language, as a 
given quahHty/”* This is, of course, a mere assumption, 
in£apabl6' of proof, and the denial of this assumption 
furnishes later one of the lines of attack on Malthus 
But granting for the moment that this assumption is 
justified, then if jiopuI atiQn is rapahle r>f doub ling i tself 
in ^ twenty -five years (as seemed to be evidenced by 
contemporary American experience), in successive peri ods 
of twenty=five-yea.rs population woul d have the po wer 

1 Essay on Population, Book I, chap 2, pp 18-19 hi Vol I 
of Everyman edition, to which, for convenience, subsequent 
references relate 

* Ibtd , Book II, chap 13, Vol I, p 312 
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of increasing according to the progression, i. 2.4.8. 
16 32, etc 

The reasoning establishing the arithmetical ratio as 
governing the increase of the means of subsistence is less 
happy It is mdeed no proof at all, and is by no means 
creditable to a ninth wrangler All that Malthus says is 
that if we allow that the produce could be doubled m the 
next twenty-five years, it will be “ probably a greater 
increase than could with reason be expected ”, 1 and with 
regard to subsequent periods of twenty-five years, he 
merely makes a supposition that in each period there 
would be a uniform mcrease of production equal to the 
amount at present produced. But there is no proof of 
the arithmetical progression, it is merely what Malthu s 
rejjards as, a«_ outside estimate, a " supposition, which, 
without pretending to accuracy, is clearly more f avour able 
to the power pf production in the, earth .than any 
experience we have had of its qualities will warrant " 

Accepting these ratios, there must be forces restraining 
the mcrease of population within the limits of subsistence 
In the revised version these are comprehensively described 
as moral restraint, vice and misery, but a no less important 
cross division classifies them under the preventive and the 
positive checks The preventive ch eck denotes all t hose 
influences which lead to a diminution of the birth -rate 
Moral restraint, if the restraint is earned far en ough, 
clearly falls under this head; so also for Ha]thus_do all 
vicious practices which result in a reducti on in the number 
bpm Positive check s, on the other hand, are all th ose 
influences which increase the death-rate, “ jthe whole t rain 
of epidemicsT ware, “pTagues and famines ” If these 
are brought upon us by the laws of Nature, they are 
exclusively misery; if they are caused by our own actions, 
they may be described as vice, and their consequences are 
1 Ibid , Vol I, p 9 
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misery How far this latter distinction is logical might 
furnish matter for argument, it may be that by foresight 
and knowledge, pestilence and famine and the devastation 
of many waters are no less avoidable than wars It is a 
sign of man’s coming of age that he is prepared to shift 
the responsibility for such happenings from the Almighty 
to himself. 

Moral restraint, it has been observed, is an innovation 
m the second edition, yet the mnovation is more apparent 
than real 1 * In the first edition M althus in substa nce 
repeate dly emphasizes the prmc ipjgj^ moral restraint', but 
fo r the purpose o f his^argumeqt against . G odw in, it had 
tcTEe assumed, rather viole ntly, that th e single state was 
a state~of ~m iserv . or ^alternatively, was produ ctive o f vice 
Something very like this conclusion was m fact reached 
by the Malthus of 1798 3 It is perhaps not an unjust 
comment on Malthus to say that in the first edition he 
recognized in substance the principle of moral restraint, 
but that his argument compelled him to regard it as 
equivalent to misery 

In one respect Malthus provides a cunous complement 
to the work of Adam Smith, who, m his attacks on the 
mercantilists, had shown the superfluousness, indeed the 
injunousness, of Government intervention with a view to 


1 Malthus uses the expression in a very restricted sense 
" By moral restraint I would be understood to mean a restraint 
from marriage from prudential motives, with a conduct strictly 
moral dunng the penod of this restraint ” Book I, chap a, j 
footnote, Vol I. p 14 

* " This restraint almost necessarily, though not absolutely 
so, produces vice” (First edition, p 29) Fvery obstacle in 
the way of marriage must undoubtedly be considered as a species 
of unhappiness ** (p 89) " Even the slightest check tc 

marriage, from a prospect of the difficulty of maintaining i 
family, may be fairly classed under the same head ” (1 e , 1 
species of misery) (p 108) The cynic may be tempted tc 
observe that Malthus mamed between the dates of the first anc 
of the second edition 

F 
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the increase of wealth These things were subject to law, 
and it was merely mischievous for authority to seek by 
artificial restraint to increase the amount of bullion m 
a country 1 This idea of law Malthus now applied to 
the increase of man himself Here also there was law, 
not arbitrarily to be set aside Here also it was vain for 
governments to seek artificially to stimulate population, 
which would not increase unless the means of subsistence 
increased, and which would assuredly increase, apart 
from Government encouragement, if these means were 
multiplied Encouragement of population, as practised 
by most governments, was perfectly futile, and could only 
lead to increased mortality, 2 indeed, death was the most 
powerful of all the encouragements to marriage T>y its 
action in opening the way to the marriages of the younger 
generation To act consistently, those who desire to 
encourage early unions should, if they shrink from famine, 
at least “ sedulously encourage the other forms of destruc- 
tion which we compel Nature to use ” 3 So, following the 
same tram of thought, a country cannot be depopulated 
merely by emigration, those who depart will merely make 
room for others, but " take away its industry, and the 
sources of its subsistence, and it is done at once ” 4 
Prosperity does not depend on population, but population 
depends on prosperity It is not true that God never 
sends a mouth without sending food, but it is true, such 
is the pestering of the unborn, that wherever there is food, 
there also a mouth will appear Food takes the lead, and 
the only precept for increased population is to increase the 
food supply, and leave the matter to individual enterprise, 
which assuredly will not fail 

1 Malthus himself draws attention to this analogy Book III, 
chap 14 

* Ibid , Book II, chap 4, Vol I, pp 195, 196 

* Ibid , Book IV, chap 5, Vol II, p 179 

4 Ibid , Book II, chap 10, Vol I, p 273 
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But if Malthus in one respect completed the doctrine of 
Adam Smith, in another he was diametrically opposed to 
him For Adam Smith postulated an essential harmony 
in things, typified by that m visible hand which, out of 
the conflict of individual interests, would brrng the greatest 
good for the community He was thus entirely and 
sturdily optimistic, even if the invisible hand is but an 
act of faith Malthus, on the other hand, is profoundly 
pessimistic Here, too, there is law, but how different is 
its character 1 Apart from moral restrai nt, in whic h he 
has clearlyjio grea t J r g ctical jconfidence,- 4 he ^sanctions 
lu rking behind his laws are vice and misery The laws 
of Nature to~which he frequently refers are essentially 
punitive, and these laws of Nature, as he reminds us, are 
the laws of God Natural evil is the instrument by which 
God warns us from any mode of conduct which is not 
suited to our being “ If we arejnt emperate m e ating 
an d drinking, our health is disordered if we multiply 
too fast, we die miser ably of poverty and contagious 
di sease s^HSuch are the laws df"Nafure~anc[ of God, 
warning us that we have followed our impulses too far, 
and if we are heedless, " we justly mcur the penalty of 
our disobedience, and our sufferings operate as a warning 
to others ” 1 The note of gloom and pessimism which 
distinguishes so much of the economic doctnne of the 
nineteenth centuiy is in no small measure the legacy of 
Malthus 

When it comes to practical proposals, Malthus is some- 
what ineffective Contraiy to the usual view as to what 
is mvolved in Malthusianism, he restricts himself to telling 
us n ot to be in too grearaliuny'to geflfiarried . with a 
special appeaT to hs women readerg^jyho, " if they could 
looKTtorwsS^ili just confidence to marriage at twenty- 
se ven or twenty-e ight/* should. (and would) prefer to wait 
1 Ibtd , Book IV, chap 1. Vol II, p 152 
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until thej.^'.'Jhow.fiYer impatip.nt.ly the.pnvation might be 
borne by the men This is the voice of a dear and 
kmdly old uncle, rather than of the monster for whom 
Malthus has so frequently been mistaken, and it is as 
ineffective as the advice of an uncle in such matters 
usually is For even with marriage at twenty-eight there 
is time for a disconcerting and devastating torrent of 
children Unlike Milk. Malthus m jio wise su ggests the 
exercise of moral restraint jaftetL marriage His view is 
rather that while man may exercise his discretion in post- 
poning marriage, the responsibility for what may happen 
after marriage must rest elsewhere " When a man 
marries, he cannot tell what number of children he shall 
have ”, and he even gives a mild blessing to a modified 
form of family endowment in the case of very large 
families, and almost speaks the language of the movement 
when he discusses the question of relieving such a one 
" from a species of distress which it would be unreasonable 
m us to expect that he should calculate upon ” 2 
His other practical proposal, which hardly concerns 
economic theory, relates to the gradual abolition of the 
Poor Law His suggestion, explicable by reference to the 
conditions of the time, is that the State should formally 
disclaim the right of the poor to support, that there should 
be incorporated m the mamage service a short address 
emphasizing the obligation on every man to support his 
children, and making clear that those who erred in the face 
of these express warnings should be left to the punishment 
of Nature, the punishment of want — or to the pity of some 
kind benefactor Moreover, we can rely on God (or 
Nature) to apply the appropriate punishment, so that no 
conscience need be seared " When Nature will ^nvpm 
and punish for us, it is a very miserable ambition to wish 
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t o snatch the rod from her h and and draw upon ourselves 
t he odium of e xecutioner." 1 "It is thelawT oTNaFure, 
which are the laws of God, that have doomed him, and 
society at large may look the other way while punishment 
is being inflicted It is one of the least pleasingj Lspects of 
Malthus that in his scheme of things the p oor are .entirely 
re sponsible fo r their poverty. Neither the rate of wages, 
nor ' fEe parish, nor the institutions of society, nor 
Providence, nor the State are to be blamed “ t hey 
a re themselves the cause of their own po verty ” 2 Tn 
particular, “ the inference 7 . . drawn against govern- 
ments from the unhappiness of the people is palpably 
unfair," masmuch as the principle cause of want and 
unhappmess is only indirectly connected with govern- 
ment s It is scarcely necessary to emphasize the close 
connection of this doctrine with the laissez-faire view of 
government 

It should be redundant at this date to defend Malthus 
against the old assumption that he was a monster who 
gloated over pestilence, famine and war, and who prayed 
nightly for the periodic recurrence of such scourges as 
the divinely appointed method of ridding the world of 
superfluous babies Malthus himself thought it at least 
expedient formally to disclaim any approbation of his 
various checks, 4 yet it is difficult to read his work 
consecutively without feeling that he was asking for 
trouble. Probably in the first edition Malthus was 
trailing his coat, a posture which is always picturesque 
in the young, as against all visionaries, he takes obvious 
delight in administering the cold douche of reality, and 
he manifests a singular sang-froid and imperturbability in 
constituting himself the chronicler of death and pestilence. 

>■ Ibid , Book IV, chap 8, Vol II, p 202 

* Ibtd , Book IV, chap. 3, Vol II, p 170 

* Ibid , Book IV, chap 6, Vol II, p 193 

4 Ibtd , footnote to Book I, chap 5, Vol I, p 53 
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He uses his very great literary skill to invest his views 
with a pungency which, if not designed to wound, was 
almost certainly mtended to shock. And at times he sails 
rather near the wmd, as m his studiously callous reference 
to the “ unhappy persons who in the great lottery of life 
have drawn a blank/' 1 * * or again when he speaks of the 
preventive checks superseding “ the necessity of great 
and ravaging epidemics to destroy what is redundant," 
apologetically interjecting that he is using an expression 
“ which certainly at first appears strange " a When he 
contemplates the response made by Nature confronted 
with a redundant population, there is an air of com- 
placency in his voice as he states that “ though we 
cannot always predict the mode, we may with certainty 
predict the fact " s Nor is it possible for the ordinary 
person to read, without a slight shudder, his lucid 
objective account of the process whereby, when we close 
up any of the channels through which the great stream 
of mortality is constantly flowing, others will become 
proportionally more fatal 4 Malthus has been much 
misrepresented and much misunderstood, but it is difficult 
to exonerate him from all responsibility for the caricature 
which did service throughout a large part of the nineteenth 
century 

1 Ibid , Book III, chap 2, Vol II, p 20 

* Ibid , Book II, chap 13, Vol I, p 312 

* Ibid , Vol I, p 312 

4 " The small-pox is certainly one of the channels, and a very 
broad one, which Nature has opened for the last thousand years 
to keep down the population to the level of the means of 
subsistence, but had this been closed, others would have become 
wider, or new ones would have been formed " (Book IV, chap 5, 
Vol II, p 183) But the whole chapter reveals Malthus in 
his happiest vein Characteristic also of the " brutality " of 
Malthus is his curt dismissal of the illegitimate child " The 
infant is, comparatively speaking, of little value, as others will 
immediately supply its place " (Book IV, chap 8, Vol II, 

p 203) 
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Malthus is in many ways a peculiar and striking 
figure. By a premature and incautious statement of his 
thesis, he gained a degree of attention which would 
probably not have been bestowed upon him had he 
been guided by the academic rather than the journalistic 
instinct Though original in his method rather than in 
his substance, he was fortunate m the moment of his 
exposition, since on the one hand the growth of popula- 
tion in Great Britain was attracting attention, and on 
the other hand the positive checks, as represented by bad 
harvests and m the consequences of war and in the 
prevailing squalor, were visible to all men Moreover, 
though his detached air offended many, yet m an age 
of dominant laissez-faire, his subtle suggestion that the 
poor were responsible for their poverty, and that the 
Government had no responsibility for the prevailing 
misery, commended his doctrine to those who were thus 
exonerated Yet, taking the revised text as the state- 
ment by which Malthus should be judged, there is little 
in his doctrine that one need hesitate to accept Never- 
theless, though the European War led to a marked revival 
of interest in Malthus, the problem has m large measure 
lost its terrors for the present generation Nor is the 
reason far to seek The fundamental assumption of 
Malthusianism m the strict sense is the uniform power of 
increase of population, subject to the operation of the 
preventive checks, this means in effect a potential 
uniform birth-rate But one of the most maikedlfeatures 
of population statist ics is the steady, decline inthe birth- 
rate_dunng_the last fifty.years — so marked, indeed^, that 
in so me c ountries the fear, is of depopulation, and 
c hildren are consequently at a premium This, fortun- 
atelyT is not the place to consider the cause of the 
decline in the birth-rate, but, without expressing views 
on a matter with regard to which no one will enter the 
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witness-box, it is clear that the cause must he either 
in a diminishing reproductive power, such as Godwin, 
and later Carey, postulated — in which case the funda- 
mental assumption of Malthus would be proved false — 
or, alternatively, in a deliberate and intentional restric- 
tion of births after marriage This last, as has been 
seen, was in no wise contemplated by Malthus As 
applied to present-day conditions, therefore, it must be 
conceded either that his fundamental assumption of a 
uniformity of prolific power was stated too dogmatically, 
or alternatively, that the preventive checks require 
restatement to include points of view with which Malthus 
was wholly unfamiliar 

Even a brief account of Malthus calls for some refer- 
ence to his doctrine on the subject of rent, as expounded 
in An Inquiry into the Nature and Progress of Rent 
,(1815), in which to a very considerable extent he 
! anticipated the essential points of the teaching of 
Ricardo Malthus, in his tract, is concerned at the 
outset with the causes of the high price of agricultural 
produce, and dissents from the view expressed by those 
of his predecessors who, like Say and Sismondi, had 
regarded the high price as solely the result of a 
monopoly The high price of raw produce he attn butes 
tojhree causes. 'Tfie TTrst bemg~that 'quality of the earth 
which' enables it to yield more than is necessaryToF the 
maintenance of those employed on the land (a Physio- 
cratic remnant), and the third being the comparative 
scarcity of the most fertile land The. second 'cause, 
which fits in with his general doctrine of population, is 
the ingenious point that' agricalturar produceTlft Contra- 
distlaetion ‘ to "any other, .cbiamodi^^ J ftTown 

demand In other commodities, demand is extenor to, 
amT"independent of, the production itself, so that 
abundance leads to cheapness; whereas, contranwise, 
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since food is a demand for population, the demand for 
the necessaries of life is dependent upon the produce 
itself Hence it follows, paradoxically, that here the 
cause of the h igh price is to be found i n abu ndance 
rather than in sc arcity 

''The ‘explanation of rent follows from these considera- 
tions " Whil e fertile land is m a bundan ce . nobody, 
of course, will pay a rent to a landlord ” Later, " land 
still poorer, or stiU less_ favourably situated* may be 
taken infcTcujtivation ” But the produce is m each case 
sold aPthe “ natural or necessary price,” since “ the 
price of produce, in every progressive country, must be 
just about equal to the cost of production on land of the 
poorest quality actually in use ” How closely Malthus 1 
came to the Ricardian and the ordinarily accepted I 
statement of the doctnne of rent, will be apparent from 
the following passage which is based on the comparison 
of the earth to a " vast machine " — a simile later so dear 
to the heart of Carey . 

" The most fertile lands of a country, those which, like 
the best machinery in manufactures, yield the greatest 
products with the least labour and capital, are never 
found sufficient to supply the effective demand of an 
increasing population Tne price of raw produce, there- 
fore, naturally rises till it becomes sufficiently high to pay 
the cost of raising it with inferior machmes, and by a more 
expensive process, and as there cannot be two prices for 
com of the same quality, all the other machines, the 
working of which requires less capital compared with the 
produce, must yield rents m proportion to tneir goodness ” 
(P 38) 1 

1 It should be noted that Malthus is more subtle than Ricardo 
on a point on which Ricardo has been frequently criticized, 
inasmuch as he makes it clear that price rises and rents emerge 
before resort to an inferior soil, and that these are indeed con- 
ditions of such a resort " No fresh land can be taken inta 
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Ricardo 

According to the point of view, David Ricardo 1 (1772- 
1823) is the evil genius who switched Political Economy 
on to the wrong lines, diverting it to a harsh, barren 
and inhuman orthodoxy, or, alternatively, by virtue of 
his incisive logic and ruthless pursuit of an argument, he 
is about the greatest economist of all times — though 
perhaps one should hasten to add that httle of the 
Ricardian edifice has endured Nevertheless no one has 
been more influential than Ricardo, even if it may have 
been m ways which would have surprised Ricardo 
himself His has indeed been a cunous fate It is round 
him more than anyone that controversy has raged In 
his hands classical English Political Economy reaches its 
final and complete form, so that, for the next generation, 
the leaders of economic thought can do httle more than 
repeat the perfected blend of Adam Smith, Malthus and 
Ricardo, yet— cunous example of the i rony of human 
effort — it is m Ricardo that there are to be found all the 
conclusions which, gratefully accepted by the scientific 
socialists, became an armoury of arguments with which 
to attack “ bourgeois economy ” and the est ablished 
order of things If Marx and Lenm deserve busts, 
somewhere in the background there should be room for 
an effigy of Ricardo 

As to the form rather than the substance of Ricardo’s 

cultivation till rents have risen or would allow of a nse upon 
what is already cultivated ” Again, " it can never answer to 
take fresh land of a poorer quality into cultivation, till rents 
have risen or would allow of a nse, on what is already 
cultivated " (Pages 27 and 28 ) 

1 Born in London in 1772 of Jewish extraction, his father (a 
banker) having been bom 111 Holland, on the Stock Exchange 
from a very early age, made a fortune, became a landowner 
and entered Parliament In addition to his Principles, his 
various pamphlets, e g on the high pnce of bullion, fire of the 
highest importance 
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writings, it is perhaps sufficient to say that he was no 
writer He himself dimly realized that he was a bad 
writer, but it is doubtful whether he can have known 
the whole truth It is undisceming flattery to regard his 
chief work, The Prtnapies of Political Economy and 
Taxation, as a book at all Rather does it suggest the 
sweepings of a busy man’s study — chapters of very 
varying length, which he clearly found it difficult to 
arrange in the right order, brusque notes and memoranda 
on points which interested the author In defence, it 
may be admitted that Ricardo had the plea, on which 
few authors can rely, that he did not mean to write a 
book These were indeed memoranda written for him- 
self and his friends, published on his friends’ incitement 
But this is poor consolation to the lonely traveller 
befogged in the Ricardian jungle 

It is customary to say that Ricardo is the supreme 
example oT abstract reasoning in economics This is 
true, yeFif Tsfnot the whole truth Ricardo does indeed 
proceed from certain principles accepted as true, and he 
follows these to their bitter — sometimes very bitter — 
conclusions If to-day we are frequently aware of the 
gulf between his conclusions and the world we know, it 
is as well to remember that probably the gulf did not 
yawn so widely in Ricardo’s time It is true also that 
his book is a horrible concatenation of “ supposes," so 
that one seems to gasp for breath in a world of abstract 
suppositions Yet if Ricardo_ appeared to write in a 
world of abstract assumptions, "he did not live in such 
a world On the" contrary, no economist ever knew the 
world better, or made so handsome a fortune out of it 
Moreover, in all his occasional writings, which are no less 
important than his Principles, Ricard o always had bef ore 
h im a very practical an d urgent question of the day 
Perhaps the dominant factor in making Ricardo what 
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he was from a literary point of view is to be found in 
a certain inherited Jewish subtlety Mr Gonnard has 
elaborated, on the basis of their common racial origin, 
an impressive comparison between Ricardo and Marx, 
wEo certainly have many spiritual points of kinship To 
this must be added his experience on the Stock Exchange, 
where the Ricardian assumption of free competition is 
most fully realized His literary work is, i n fact , the 
production of an unliterary Jewish stockbroke r who had 
neither time nor Skill to give grace or cla rity to his 
writings, and who made the mistaken assumption that 
his readers would be as ingenious as he himself was 

One general point as to Ricardo’s views on the scope 
of Political Economy meets the reader on the threshold 
In his preface he lays it down that the produce of the 
earth is divided into rent, profit and wages, and that 
" to determine the laws which regulate this distribution 
is the principal problem in Political Economy”, 1 and 
more emphatically m a letter to Malthus (20th October, 
1820) he says: 

" Political Economy, you think, is an inquiry mto the 
nature and causes of wealth I think it should rather be 
called an inquiry into the laws which determine the 
division of the produce of industry amongst the classes 
who concur m its formation No law can be laid down 
respectmg quantity, but a tolerably correct one can be 
laid down respectmg proportions Every day I am more 
satisfied that the former inquiry is vain and delusive, and 
in the latter only the true object of the science ” a 

Attention is thus concentrated on the problem of dis- 
tribution, above all with a view to determining the 
proportions of the various claims made on the national 

1 Principles of Political Economy and Taxation, Everyman 
edition p x 

* Letters of Ricardo to Malthus, p 175 
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( dividend — a programme which Ricardo hardly fulfilled. 

If many of the Rica rdian theories are admirably 
fa shioned to the hands of Mar x! the new emphasis on 
dis tribution is no less significant For If in the" field of 
production the ultimate test is efficiency, m distribution 
the underlying question which sooner or later thrusts 
itself forward is that of justice 
For an understanding of Ricardo's place m the history 
of economic thought, it is almost sufficient to study his 
Principles Here his starting point — whether it was in 
fact the starting point of his thought may be doubted — 
is the venerable question of value, to which he conse- 
crates his first and longest chapter Here his doctrine, 
at the first blush simple and comprehensible, trails off 
mto modifications which leave the reader who pushes so 
far, not quite sure how much of the original simplicity 
is left, and which indeed later left Ricardo himself 
somewhat doubtful of the whole doctrine He start s off 
m the footsteps o f Adam Smith, distin gu ishing between 
v alue-i n-use and ‘value-in-exchange, and points out that 
to have e x c Kan geaBTe^valu e , a commodify must have 
utility, thougfi utility cannot be the measure of exchange- 
able value Assuming the presence of utility, the \ 
exchangeable value of commodities comes from two \ 
sources (1) their scarcity, and (2) the quantity of labour 
required to obtain them But how are we to apportion 
the influence of these operative causes'* Here Ricardo, 
with magnificent danng, effects a simple dichotomy of all 
commodities There are some of which no labour can 
increase the quantity, and therefore their value cannot 
be lowered by an increased supply In these cases value 

is determined by scarcity alone Of such are " rare 

statues and pictures, scarce books and coins,” and all 
the other objects of the type of the Great Auk’s egg, 
which figure m the economist's museum On the other 
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hand, there are those commodities which can be multi- 
plied “ almost without any assignable limit " by the 
exertion of human industry Here, the foundation of | 
exchangeable value is ** the comparative quantity of ( 
labour expended on each,” though even m his general 
statement at the beginning of the chapter, Ricardo limits 
this by restricting the proposition to the ” early stages 
of society,” and further slips in a modifying “ almost 
exclusively Apparently, however, in all stages of 
■society, it remains the foundation 3 

It may be suggested that such a bold division of the 
problem mvolves its own condemnation The problem 
of value is one, and a theory of value should explain 
value wherever it occurs It is in the highest degree 
unlikely that value should flow from one group of causes 
m the case of one type of commodity, and should be 
determined by wholly different causes m another 
Ricardo's fundamental error here lies in the assumption ) 
that there is a sharp line of division between things 
which may only be increased in quantity by the opera- ' 
tion of a miracle (the possibility of which may be 
ignored in an economic text-book), and those which can * 
be increased " almost without any assignable limit,” 
if people so choose It might be argued that neither 
of these classes really exist, it is certain that, if they 
do exist, they fade mto each other by a senes of infinitely 
small gradations The truth is that all commodities at a 
given moment are limited in quantity, it is indeed because 
they are so limited that the question of increasing their 
quantity anses At the other extreme, though it may 
savour more of sophistry, there are few goods which 
are for practical purposes so limited that they cannot 

‘ Originally he had said “ solely " Ricardo's doubts soon set 
tin 

* Principles, chap i, On Value, section r 
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under any circumstances be increased Old Masters 
and Great Auks’ eggs are probably the traditional 
examples It is true that the works of any particular 
Old Master are obviously limited, so long as the ingenuity 
of the trade is restramed But the production of Old 
Masters goes on, though the products may take five 
hundred years to mature. In the year 2400 the market 
for Old Masters may conceivably be flooded with 
Augustus Johns So with our friend the Great Auk, 
the eggs she has left are indeed numbered, but it is 
certainly possible, though it might be troublesome, to 
increase the eggs of extinct birds, if only by sending 
sparrows and starlings the way of the Great Auk He 
would be a bold man who should say that the complete 
success of the Farmers’ Anti-Sparrow League would 
have no influence on the value of Great Auks’ eggs It 
would, because thereby the supply of eggs of extinct 
birds would be mcreased, and though admittedly the 
new supply would m a sense be a substitute for the 
Great Auk’s egg, nevertheless some consumers of these 
eggs would doubtless be prepared to accept a substitute 

It may be observed that Ricardo, less danng than,' 
Marx, in fact gives no proof that the mcreasable com-l 
modifies exchange m accordance with the quantity of 
labour expended on each The nearest approach to a 
purported proof is in the passage where he states that, 
to convmce ourselves of the truth of the proposition, we 
have but to " suppose any improvement to be made in 
the means of abridging labour ” And the result? 
Clearly, a fall in the value of the final product— a proof 
of the proposition which rests on the truth of the proposi- 
tion 1 

But the principle thus advanced as the “ foundation ” 
Is immediately made subject to a number of reservations, 

1 Ibid , chap 1, section 3, p 13. 



176 DEVELOPMENT OF ECONOMIC DOCTRINE 

the effect of which is to damage the foundation more 
than Ricardo was prepared to admit — at least in The 
Principles The first difficulty arises from the different 
qualities of labour Ricardo here tells us tha t " the 
estimation in which d iffere nt q uahties of~ TaBouf are 
held comes soon to be adjusted in the market with 
sufficient precision for a jj practical purpose s 11 A scale 
is thus arrived at which, ,r wKeh once formed, is liable 
to little vanation >>l It ought to be clear, ™Kowever, 
thaTa'theory of value designed to explain what happens 
in the market cannot base itself on what does in fact 
happen m the market It is the old problem which so 
pervades all economic discussion, of determining which 
of two phenomena is cause and which effect Is th e 
scale of values attached to different kinds of labour 
somethmg”which we arrive at, Heaven ~kn0W5'110W rand 
which is subsequently reflected^ in the market In the 
values of the commodities produced”, or is the value ot 
commodities determined independently in the harsh, 
unsympathetic market and thereafter reflectecTfrack in 
the relative values attached to different kinds of labour? 
A theory which makes value m the market the expres- 
sion of the amount of labour involved is clearly debarred 
(from going to the market to find in what ratios different 
kinds of labour ought to be weighted a 
Other modifying conditions noted by Ricardo relate 
to the time and labour necessary to produce the capital 
involved, its distribution as between fixed and circulating 

1 Ibtd , chap x, section 2, pp 11-12 

* It is cunous to note how similar are the words of Marx on 
the same point ' ' The different proportions m which different 
sorts of labour are reduced to unskilled labour as their standard, 
are established by a social process that goes on behind the backs 
of the producers, and, consequently, appear to be fixed by 
custom 1 (Marx, Capital, chap 1, section 2, p 52 ) This 
mysterious process behind the backs of the producers is once 
again, of course, merely the judgment of the market 
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capital, the greater or less degree of durability of the 
capital, and the time that must elapse in bringing the 
commodities to market Though Ricardo professes to 
regard all these as relatively unimportant, his own 
statement leaves dou bts~" which, ~it is known, disturbed 
Ric ardoT 6 "wh'~peace~~of "mind Nevertheless in The 
P rincipl es a brave show is made m identifying, as far as 
mi ght be, value and the amount of labour necessary for 
production His many qualifications and hesitations 
were easily overlooked, and Ricardo was assumed to 
h ave presented to the world a labour theory of value - 

How far, it may be asked, is the doctrine that value 
is the expression of the labour involved, affected by the 
appropriation of land and the consequent payment of 
rent 5 The answer brings us to what is, if not the 
central, at any rate t he mo st celebrated of Ricardian 
doctnnes, namely the Ricardian theory of rent That 
t he RicardlanTReory of rent Had previously been stated 
in its essen tlalsby other s"is tr ue,n everthel ess,~RIca rdo 
e nunciaf^TTwitha fulInesTltnd clarity which has made 
it peculiarly his, for what it is worth, to all time The 
Physiocrats i IF will be remembered, had looked on rent 
as proof ot the bounty of NatuTerAdanT Smith, with 
con fused Physi ocratic remnants in his composition, was 
perhaps" inclined to the same view Malthus, not to 
refer _td~less ce lebrated names, had shown the way to a 
t heory of rent based, not on the bounty, but on the 
mfiannes< j of Na ture 

"The Ricardian theory of rent has for us, in these 
latter days, something ot ttie obvious and platitudinous, 
once Ricardo’s restricted definition of rent is swallowed It 
is, m a too familiar phrase, *' that portion of the pro duce 
of the earth which is paid to the landlord for the use of 
the original and indestructible powers of the soil ” 1 
* Jbtd , chap II, p 33 
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Ricardian rent is therefore a very different thing from 
renFas~understood by^andlordsT farmers, and the other 
vulgar, m whose mmds rent always has been, and 
always will be, a payment in which are contained 
elements in respect of farm-buildings, capital sunk in 
improvements, and all the rest of it A colonist might 
say that the soil had no original powers except those 
put there by the devil, an incompetent farmer might 
protest that it had no powers which were indestructible 
The ordinary person would say that, even assuming that 
there are such powers, they are so inextricably inter- 
mingled with others which have a later and more human 
origin, that it is futile even to attempt to visualize a 
separation of rent, as vulgarly understood, between the 
Ricardian or economic rent proper, and the other 
ingredients which are rather of the nature of interest 
The text-books have made the Ricardian theory of 
rent__ so fa miliar ,.. that . the merest bon es may suffice 
Assuming “ an abundance of nch and fertile lamP' in 
the case of a new settlement, there will be no rent, as 
no one will pay for that of which there is an abundant 
quantity not yet appropriated But this best land not 
being unlimited in quantity, it is necessary, with the 
progress of population, to resort to land of inferior 
quality Rent will then arise on the land of higher 
quality, and so progressively, with each increase in 
population which " obliges ” recourse to land of inferior 
quality, the land last cultivated will yield no rent, rent 
will emerge on that which had previously been on the 
margin, and the existing rent on all the higher grades 
will be correspondingly increased 
It is possible, however, to render the theory more 
precise “ Suppos e " (if we may borrow Ricardo's 
favourite word) that three grades of land, withjmj»qna1 
employment of capital and labour , yie ld a net produce 
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of 100, 90 and 80 quarters of com So long as the first 
only I B cultivated, there will be no rent, wtB'rewrFfo the 
s econd jLV&hty land, a rent equivalent to 10 quarters 
wi ll appear on the first grade, since there can 6nly 
be o ne pr ice in the market, and that price must be such 
as to ena ble farming to make ends meet with a yield 
of 99 quarters So with the descent to the third quality 
land, the no-rent land will now be that which yields 
80 quarters, the previous marginal land (yielding 90 
quarters) will yield a rent of 10 quarters, and the rent 
of 10 quarters hitherto payable on the highest quality 
land will nse to 20 quarters And so on indefinitely 
It will be seen in what way the Ricardian theory of 
rent is connected with the labour theory of value. 
Valu e is determined bv cost of produ ction, b ut m t he 
ca se of agricultural produce, there is c learly ncTumform 
c ost of produ ction Wit h wh ich of the possi bl y infinite 
number of costs-of- production Is value to be equated? 
Cle arlyTw Tflrthe highesf,~ since if the needs of society 
requirelresort" to production under unfavou rab le condi- 
tions, the costs there incurred must be covered by the 
price received Price is therefore determined by the 
costToF those who contmue~tb”produce under the most 
unfa vourab le circumstances' "and inasmuch 4 S there is 
unif ormity o f~price, there will be"a surplus in the case 
of those who produce under better conditions The 
Ric ardian Th eory of rent thus reduces itself to the com- 
paratively” obvious statement that - if there is {as there 
must be) uniformity of price in lhe" market, then when- 
ever two identical commodities are producedlirdifferent 
costs', ~a~§urpIuTwill accrue on that whic h is pr oduced 
under more favourable-copditions Rent, as Ricardo 
specifically states, is ” always the difference betw een xhe 
produce obtained by the employment- of —two equal 
quantities ofla bourand ca pital," and as so defined, rent 
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c ountry to h ave recourse to land of inf erior quality, and 
that in consequence price rises" to support the increased 
cost of~pro 3 uction It is, of course, animaginary 
worTcT in which Ricardo moves, but even in such a 
hypothetical state, it is clear that the nse m price would 
precede, and not follow, recourse to inferior land The 
true sequence would obviously be that when scarcity 
was felt, the price would nse, and the nse in pnce would 
then enable recourse to be made to land of inferior 
quahty It is unnecessary to underline the beanng of 
this point on the general Ricardian theor y of value It 
suggests a reve rsal of the statement that " that com 
which is prod uced"Bv THe greatest quantity" ofTabour is 
the regulator of the pnce of com ”, x on the, contrary it 
may be"TKe~price pf^_a>ni _which determine? how far it 
is profitable to ca rry cul tivation 
Certain footnotes to, and inferences from, the Ricardian 
theory of rent may be noted While the theory implies 
that there is somewhere a grade of land that pays or 
would pay no rent, Ricardo realizes that subsequent 
" doses " of labour and capital (If a lateFpKrase be 
admissible) may be applied to land of high er quality in 
preference to" resort being made to lower_ grade’ lands 
Such less efficient applications to land already cultivated 
will, however, give rise to rent in exactly the same way, 
since rent " invariably proceeds from the employment of 
an additional quantity of labour with a proportionally 
1 Ibid , pp 40-41. 
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less return ”* (Here the Law of Diminishing Returns 
is clamouring for fuller expression ) T o put it once mo re 
in modem terms, this means th at th e Law of Rent may 
o perate intensively as well as extensively 

The most important inference from the theory is that 
rent (in the Ricardian sense) does not enter into the cost 
oFproduction, a nd that consequently the remission of 
ren t ”would have no effec t on price T his follows fro m 
tHeTTact that pnce is determined by production under 
the 'most unfavourable conditions, on land which by hypo- 
thesis pays no rent — rent bemg merely an emergent 
surplus, “Representing the differential advantage of the 
su penor l and A further conclusion implicit m the 
Ricardian” theory is that rent, t he surplus which falls 
i nto the lap of the lan dlords, will tend to Increase as 
s ociety" advan ces It is the effect of the increasing "wealth 
of the c ountry, and, with increasing wealth'" there will 
(according to the true Malthusian doctrine) be increasing 
population, compelling for its maintenance the cultiva- 
ti on o f mfSterTancT "Such a tendency to increasing 
rents mightT "d T* course, ~be c hecked" by improvements 
in agriculture which would enable the additional 
quantities require d to "fre ^obtained from land already 
underRq jtivatiQ n Anything that diminishes the inequali- 
ties of lands necessarily cultivated will diminish renb and 
as Ricardo ' "observed In one luminous sentence, rent 
incfea§5T!h6st rapidly as the remaining disposable land 

favourable position for'the landlord is when, after the 
best lands have been exhausted, the population is forced 
down with a bump tolhe 'cultivation of the Pass Rock. 

It will be seen how far-reaching are the implications of 
the Ricardian theory Before any other claims are con- 
sidered, a slice of the produce of the earth is assigned 
1 Ibid, , p 37 
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to the landlords in return for no service rendered, a 
slice, moreover, which grows progressively with the 
increase of population, so that there is scarcely (from 
the pomt of view of Ricardian theory) any limit to the 
proportion of the annual produce which may be absorbed 
in this way. So, too, there is a complete reversal of the 
Physiocratic point of view which not merely assigned to 
the landlords a place of conspicuous honour and useful- 
ness, but viewed the existence of rent as proof of the 
motherly benevolence of a bountiful Nature Nature 
has now become stepmotherly. "The labour of Nat ure 
is paid, not because she does much, but because she 
does lit tle In proportion as she becomes niggardly in 
her gifts she exacts a greater price for her works M1 
Gloom is settling down on the economic honzon 
Of the other influential doctrines of Ricardo, the most 
important .is that which is concerned with wages Wages, 
th at is the price of labour, is of course merely an 
example of va lue Value, as has been seen, ^s determined 
by the amount of labour necessary for produchonTTJnt 
while this is the " natural price, n there may be accidental 
and tempo rary deviations occasioned by the TacTIKat no 
commodify issupplied lor any l&igth of time Tn pre- 
cisely the required degree of abundance It is Tinder 
the influence of such deviations that capital is properly 
apportioned between the various lines of production, and 
the Ricardian scheme envisages constant oscillation m 
the market pnce, tending always to return to the natural 
pnce represented by the labour cost of production * 
Applying these pnnciples to wages, the pnce of labour, 
there will here also be a market price and a natural price. 

1 The market pnce will be the pnce actually paid, depend- 

I mg on the proportion of supply and demand, excess of 

1 Jbid , chap 2, footnote, p 39 

* 9 btd . chap 4, On Natural and Market Pnce 
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lab our depressing a ndscarcitv of labour raising the market 
price. But whatever these" deviations," theriTwiir be a 
tendency, here as elsewhere, to return to the natural price. 

Wh at, then, is the natural price of labour ? The 
answer is tb~be found in what' later, "following Lassalle, 
ca me to be known as the Iro njar. Brazen Law of Wa ges 
If there be~obloquy attaching to the authorship of this 
law, it must rest, not on Ricardo, but on many others 
who expressed what was tending to become a common- 
place view in the late eighteenth century. The very 
precise statement of Turgot has already been noted 1 * 
A ccording to R icardo, " the natural price of labour is 
that price which is necessary to enable" "the labourers, 
o ne "with anot her, ~f o~suMst and" to perpetuate t heir 
r ace, witho ut either increase or diminution ” 3 Accor d- 
ing as the price ~bT~fdd3’"ahcT hecessanes"nses and fall?, 
s o" will The~ natnrah'price of labour rise and fall TJie 
market __ pnce of la bour will tend towards the natural 
price, ^because it obviously cannot remain below it 
without'leadmg to a reduction m the volume of labour, 
while, iF it nses above it, the population will incre ase, 
and with redundancy of labour the market price will 
again tendToTalT FbrTRicaFdo, a" complete Malthusian, 
"no point is "better established than that the supply of 
l abourers wil l alway s ul timate ly, be in proportion to the 
msa ^ nf supporting them ” 3 The natural pnce of 
labour, m short, is the minimum cost orproducing m en 
Such is Ricardo’s bref"bruTaTstatement which suggests 
that the natural rate to which wages will always tend to 
fall is the bare minimum necessary to allow a labourer 
and his wife to bring up a family of approximately two; 
but as so often with Ricardo, the theory is imperceptibly 

1 See above, p 116 

* Ibid , chap 5, On Wages, p 3a. 

• Ibid , chap 21, p 194 
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modified, if not seriously ucdermined in subsequent dis- 
cussion. He a dmits in the first place that in what he 
calls an * improvi ng socie ty.' * m which~one Jmcrease 
of capital follows . another, the m arket rate may be 
aEovelEe natural rate for ,r an inde finite pen od." 
Apart from the fact that the operation of the law may 
be indefinitely suspended, there is the further damaging 
concession that even when estimated m food and neces- 
saries, the natural price of labour is not absolutely fixed 
and constant It not only differs in different countnes, 
but it vanes in the same country at different times In 
short, *‘ it essen ^affy depends on the habit s and cu stoms 
of t he jp eople ” The standard representeiL_fey_ the 
Ri cardian wage is thus not a standard o f subsis tence, 
but a custom ary stan dard If the natural rate is merely 
the~custmha ry r ate, it is somewhat tautologic al to say 
that wages tend to return to their natural rate What 
that may be depends entirely ~*on “ the habits and customs 
of th e peop le ” ' RicardS - ' emphasized the Impor tance 
of a " taste for comforts and enjoymenfs 77 as a security 
against a superabundant populaffShTwe should^ regard 
it Jo.-day as buttressing "the" conventional standard of 
life Clearly, if in one of these periods when the market 
rate is, for an indefinite penod, above the natural rate, 
such a taste for comforts is developed, then at the end 
of this indefinite penod, the “ habits and customs of the 
people " will have changed, and Ricardo's natural price 
of labour will have to take account of the fact. 

So far from being rigorously adamant, Ricardo’s state- 
ment of the " iron " law of wages sugges ts "som ething 
p eculiarly adius table Even takn'igirm Its c ruder and 
more popularly accepted form, it musFTe "remembered 
t hat fn two fespec ts'fhe 'docfrine that wage s tend t o be 
depressed to a minlmum-^a doctrine tha t probably did 
not^seriousIy^mTsfepfesent the positio n in the p eriod 
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b etween Turcot and Ric ardo — h as be en u ndermined s ince 
Ricardo wrote. I rTthe first place, h e viewed the worker 
e ntirely in isolati on, and as at a gr ave disadvantage 
when confronted with the em ployer, he could no t fores ee 
th e reaction on wages of Combinations and TradeJUnions 
Secondly, it is clear that the Malthusian generalizations, 
w hich Turk behind the Iron 'Taw, Fecjuire restatement 
The preventive check is not what it used to be, it is 
ce rtainly no longer so True as it was, that children rush 
in tQ_the world nn the sligh test sugge stion of food On 
the contra ry, a nse m the standard of l ife may, a nd 
gen erally d oes, lead to a decl ine m the birth-rate To 
these two considerations, above'’aH,~Ts~~due the fact that 
the so-called Iron Law of Wages is to-day of little impor- 
tance except for the examinee 
R icardo* s professions would lead the read er to expect 
a discussion of the proportion m which the “ produce ” 
Is allotted " amonF the various claimEmts While his 
discussion nowhere approaches such a quantitative com- 
putation as might be anticipated, he does mdicate how, 
in accordance with his theory, the proportion will tend 
to vary m future Rent, as we have seen, w ill nse , 
wages will tend to ns6 nominally, owmg to the increased 
cost oFTood occasioned by resort to inferior land, but 
re al~wag es~(being governed by subsistence considerations) 
wilt not nse Indeed, though it may appear to be m 
contradiction with the stncter interpretation of the 
Ricardian law, the normal nse in wages will not be 
sufficient to compensate the worker for the nse in prices 
of commodities m general 1 With regard to profits, along 
with which interest is lumped, Ricardo is not entirely 
clear, but to one general proposition he adheres with 
the utmost tenacity It is that whatever increases wages 
necessarily reduces profits, and indee d n othing can affect 
1 Ibxd. , chap 5, On Wages, p 57 



286 DEVELOPMENT OF ECONOMIC DOCTRINE 


p rofits but a nse in w ages 1 No place here for the 
“ economy oT'EIgfi^'wagev’ or for a consideration of 
those causes which may lead to variations of the output 
of labour Wages and profits are diametrically opposed, 
and a fall in the one means a nse in the other In the 
long run , as has b een seen , money wages will nseT so 
tha t the rat e of profit will tendlo’ fall 

Such Is the ^Ricardian scheme of distribution, in place 
of the old harmony of interest, he has placed dissension 
and antagonism at the heart of things ** The mterest 
of the landlord is always opposed to that of the^ consumer 
and manufact urer. Trr ~S o also t he in teres ts of the worker 
and t he em ployer are eternally and irreconcilably opposed, 
w hen one gains, the other loses Further, the outlook 
for all, except the landlord, is a process of continual 
pejoration Gone is the large-hearted optimism of Adam 
Smith, transmuted into a pessimism that will not be 
comforted Yet Ricardo remains immovably non- 
mterventionist “ These, then/' he says, " are t he laws 
bv wh ich wages are regulated * ' , and n e adds inconse- 
quently, " like all other contracts, wages should be left 
to the fair and free competfSbiT of Ihef market, and 
should never be controlled "by the interferen ce~o F the 
legis lature ” 3 In a world of Ricardian gloom one might 
ask, and did m effect ask, why there should not be 
interference An optimist carolling that God’s in His 
Heaven, and that all’s right with enlightened self-interest 
has a right to nail the laissez-faire flag to the mast, but 
a pessimist who merely looks forward to bad days and 
worse tames ought not in principle to be opposed to 
intervention, unless his pessimism is so thorough-going 

*• Ibid , chap 6, On Profits, pp 70-71 

* Ibid , chap 24, p 225 It is true that there Is a slight 
exception 

* Ibid , chap 5, On Wages, p 61 
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as to lead to the conviction that, bad as all diseases 
are, all remedies for all diseases are even worse 1 

Much might be said, but cannot be said here, with 
regard to Ricardo’s writings relating to the theory ol 
foreign trade and m the field of currency problems It 
must suffice here to say that, as Ricardo's starting point 
w asjjn th e ~urg ehT probIenis~orth'e''dav,'so in these more 
tec hnical di scussions his importance is as great as In the 
mo re general parts of economic theory He explained 
the~laws which govern the distribution of the precious 
metals among different countries as a result of international 
trade, in currency matters he expounded the quantity 
th eory of mon ey,' and ~with m uch subtlety analysed the 
meaning of depreciation, he advocated economy in the 
u se of gold and silver. a nd indeed he argued that " a 
cu rrency is in its most perfect state when it consists wholly 
of paper jnoney, but of pap er money of an_equal value 
with the gold_whigh.it professes to represent *’’ 2 He 
anticipated in his writings the peculiar features of the Gold 
Standard, as reintroduced m 1925 But the temptation to 
discuss the currency expert in Ricardo must be resisted. 

Even if little of the mam Ricardian structure be left 
to-day, it nevertheless remains true that Ricardo was one 
of the dominant influences of the nmeteenth century, 
and that, moreover, in directions which would have made 
Ricardo shiver to contemplate His primary purpose 
was to elaborate the theory ^oLdatrihuhoaTand in par- 
ticular to consider~the incidence of various types of 
taxation He~dTd“so on certain assumptions regarded 

1 Mr Gonnard has very properly drawn attention to the 
illogical combination of pessimistic belief and the cult of 
individual liberty, characteristic of the school of Ricardo, which 
he ascribes to the Calvimstic and puritanical element in the 
British character But in Ricardo's case it must go furthei back 
than Calvin See Gonnard, op at , Vol II, p *50 

* Ibid , chap 27, p 244 
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as sacrosanct, and ruthlessly pushed on to certain logical 
conclusions There is no place m Ricardo for the 
waywardness of human action or for the multiplicity of 
causes of friction which place mere logic at a disadvantage 
m explaining the mechanism of society Above a ll, 
c ompetition— omnipresent, unrestrained and instantane- 
ously o pera tive— is assumed as tKe'dnwng'Iorce of all 
action It is npt so now, no r_m"dee 3 T was it ever so 
“Why should the manufacturer continue mjhe trade 
if his profits are below the general leve]? " l * * Helnmself 
knows the answer, as he shows two chapters later, namely 
that people while losing money may continue in a trade 

! for the very excellent reason that they cannot get out of 
it, that a shipbuilder overnight cannot turn his capital 
to agriculture But such distracting knowledge of the 
real world has little influence on the march of Ricardo’s 
argument A gain, des pite occasionaj_sy mpathe tic obser- 
vations., his whole atStude tP' lhe. wflrki ng~class is that 
they are merely a means to production " Suppose the 
circumstances of the*" country to be such that the lowest 
labourers are not only called upon to continue their race, 
but to increase it, their wages would be regulated 
accordingly ”* Marx's Industrial Reserve Army does 
not more definitely set the workers aside as a separate 
race maintained for the high ends of enterprise Again 
in another celebrated passage which very properly stuck 
in the throat of Sismondi, he argues agamst Smith for 
magnifying the advantages of a large gross income 
rather than a large net income It is, says Ricar do, 
t he net income th at matters, and iTt he n et i ncome^ can 
be obtained wit h a~smaHef~ populati on . what p ur p ose is 
serv ed b y the superfluity ? 8 His logic would lead to the 

1 Ibid , chap 17, footnote, p 160 

* Ibid . chap 16, p 143 

1 Ibid , chap 26, On Gross and Net Revenue, p. *35 
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d esirability of the population being reduced to one , and 
th at last remnant producing a vast net surplus with the 
ai d of sorcery and m echanical cont rivan ces T he repe l- 
la nt doctri ne that man exists “for the production"" of 
wealth, r ather~TK an" That wealth exists for the use of 
m an, here find s its classical utterance 
All RicardoV doctrin es were left in a form to invite 
misquotation and abuse They are so easily remem- 
bered in their abr idged form, it is so easy toTorget (it 
was perhaps difficult ever to understand) the subsequent 
res ervati ons in which Ricardo did so much to co mplicate 
a nd modify his si mple doctrines. It is * therefore not 
surprising that the crude and unrefined Ricardo should 
have been taken and applied to other purposes Abov e 
al l, he provided, all un wittingly, the foundation stones 
of so-called scienti^c"’sbcIaTsm The labour theory of 
value, withf which he appears to have been increasingly 
d issatisfiedT is the basis of Marx and the source of the 
claim to the ' 7 whole produce of labour ” The doctrine 
o fTent, “e specially if, one forgets that Ricardian rent is 
an abstraction, appears as an instigation to agrarian 
socialiinT The Ricardian doctrine of wages, shor n of 
t hose - reservations wh ich go far to "deprive it of all mean- 
in g, became the baffle -cry of socialism His opposition 
of wages and profits seemsTtd symbolize the class war 
For the ironically minded, nothing is more curious to 
observe than this supreme exponent of classical English 
Political Economy providing arguments to Marx and 
his followers T hat the Ricardian refinements were left 
behind m the transplantation is hue but immaterial 
Perhaps the final lesson to be learn ed tromHRI cardo is 
th at the literary graces~are~ not merely o rnamental - but 
useful, and t hat he who is deficient i n the art ofe xpres- 
sionKas only himself to blame if he is misrepres ented 



CHAPTER VI 1 

LAUDERDALE, RAE AND SISMONDI 

With Adam Smith, Malthus and Ricardo, the structure 
of “ classical " Pohtical Economy is, in a sense, complete 
From this point onwards, it is, for a time, by no means 
■easy to decide in what sequence our chosen representatives 
of economic thought should be marshalled, or how best 
they should be grouped for purposes of exposition The 
classical school had made certain assumptions with regard 
to the relationship existing between the individual and the 
State, they had in their later developments amved at 
a generally pessimistic outlook, as exemplified m the 
“ principle ” of population and the Ricardian Law of 
Rent, their defence of laissez-faire and Free Trade had 
given them cosmopolitan sympathies, they had been 
hardened individualists Against each of these aspects of 
the classical body of thought, reaction was inevitable, it 
was likewise inevitable that some should continue to croon, 
with modifications, the accepted and orthodox doctrine 
There are thus, in the next generation, critics of the 
■excessive individualism of the classical school denying the 
| assumptions on which laissez-faire is built. There are 
j advocates of Protection There are those who struggle 
towards a more optimistic view of the universe. There 
are those who plead the case of the nation against what 
they regard as a wishy-washy cosmopolitanism On a 
190 
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larger canvas, these various lines of reaction against the 
classical school might be traced consecutively Unfortun- 
ately, the authors concerned do not consistently group 
themselves along different lines of development, and there- 
fore in the next four chapters a rough and ready grouping 
is all that is possible In this chapter a bnef account 
will be given of three early critics of Adam Smith, viz , 
Lauderdale, Rae and Sismondi Lauderdale and Rae are 
largely concerned with what they regard as Smith’s 
erroneous views on the nature of wealth Rae and 
Sismondi have this in common, that both are led to reject 
latssez-faire and to insist that extensive duties rest on the 
State It is true that while this reaction leads Rae to a 
somewhat paternal state, it rather urges Sismondi m the 
direction of socialism In the next chapter three German 
writers, Muller, List and von Thunen, will be considered 
Muller and List have much m common, and represent the 
reaction to nationalism and Protection, though mdeed 
Muller’s criticism of Smith is extensive and comprehen- 
sive Von Thunen is rather a star that dwells apart, but 
he would probably be happier beside his German com- 
patriots than anywhere else In the ninth chapter, the 
reaction to optimism will be discussed (very briefly) as it 
is represented m Carey and Bastiat, though here agam 
Carey might better be grouped with List as jointly 
representing, on the commonly accepted view, the leading 
exponents of Protection Lastly, m the tenth chapter, the 
continuation of the orthodox school will be exemplified by 
Say, Senior, Mill and Cannes 

Lauderdale 

Of the group assigned to this chapter, two, it is to be 
noted, are Adam Smith’s own countrymen Though they 
have not succeeded in retaining a large place in the 
general memory, they are noticeable for their fundamental 
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criticisms of certain of the assumptions of Adam Smith 
While Smith was the embodiment of common sense and 
shrewdness, these critics are, however, rather to be 
regarded as interesting and curious, if not indeed eccentric 
Doubtless this eccentricity was more marked m James 
Maitland, eighth Earl of Lauderdale, than in John Rae 

Lauderdale 1 (1759-1830) was in his time a striking 
figure, much given to entering protests m the journal 
of the House of Lords His contribution to economic 
literature is to be found in a work of which the complete 
title is An Inquiry into the Nature and Origin of Public 
Wealth, and into the Means and Causes of its Increase, a 
book of commendable brevity and of few ideas, pushed 
home with much pertinacity and ingenuity, and mdeed 
earned to the point of habitual paradox In his 
“ advertisement,” he claims that his views “ are not 
only new, but even repugnant to received opinions ” 
The central pomt of Lauderdale’s theorizings is fore- 
shadowed in the title of his treatise “ Pubhc Oeconomy,” 
jhe tells us, “is of necessity in all stages of society, a 
'subject of discussion, even amongst the most vulgar and 
illiterate, whose rude and erroneous conceptions must 
naturally lead to expressions founded on inaccuracy and 
pregnant with error. ” a Lauderdale throughout shows a 
truculent and carping spirit wherever Adam Smith is 
concerned,® and the implication of the whole discussion 
is that Smith hkewise is a victim of these rude and 

* Bora 1759, entered Parliament 1780, succeeded to Scottish 
peerage in 1789, and in 1790 was elected a representative Scots 
peer Politically he moved, dunng his lifetime, from the 
extreme left to the extreme nght In the language of his 
countrymen, " a crotchety body ” 

* Public Wealth, pp 3-4 

* e g " There is no opinion that has been anywhere main- 
tained on the subject of the sources of national wealth, which 
does not appear to have been adopted in different parts of the 
inquiry into the Wealth of Nations ” (Public Wealth, p 116) 



LAUDERDALE, RAE AND SISMONDI 193 

erroneous conceptions The particular example of the 
Idol of the Market-Place with which Lauderdale is 
concerned is that which confuses the wealth of a nation 
with the nches of an individual, and which assumes that 
whatever increases the riches of an individual will -pro 
tanto increase public wealth Lauderdale, it may be[ 
observed, consistently uses the word " wealth ” when the! 
appropriate adjective is “ public,” whereas in speaking of \ 
the individual, he uses the word " nches ” The passage 1 
m Smith which Lauderdale regards as particularly peccant 
is that in the third chapter of the second book of The 
Wealth of Nations, wherem the “ eminent philosopher” 
discusses the accumulation of capital “ As the capital 
of an individual,” says Smith m this passage, "can be 
mcreased only by what he saves from his annual revenue 
or his annual gams, so the capital of a society, which is 
the same with that of all the individuals who compose it, 
can be mcreased only in the same manner.” It is the 
concluding part of this dictum which particularly dis- 
pleases Lauderdale So far from it bemg possible to 
identify the capital (or wealth) of society with the sum 
total of the capital (or nches) of all the individuals, they 
are indeed fundamentally opposed To find the basis for 
the distinction, indeed antagonism, between public wealth 
and pnvate nches, we must follow Lauderdale mto that 
unending morass where economists and others assiduously 
and eternally discuss the meaning of value, and find no 
end in wandering mazes lost That value may be| 
conferred on any commodity, two conditions are, he says, 
requisite: firstly, the commodity, as bemg useful or' 
delightful to man, should be an object of his desire, and 
secondly, the commodity should exist " m a degree of 
scarcity.” 1 If the circumstances with regard to demand 
remain the same, value will accordingly increase with 
1 Public Wealth, p la 

G 
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scarcity, and be diminished with abundance But if 
the individual's “riches” are increased by scarcity 
(existing elsewhere), there must, argues Lauderdale, be 
an antagomsm between public wealth and private nches, 
and the increase of the two must depend on different 
■causes The popular idea regards public wealth as the 
integration of all private wealth, and, as exemplified by 
Adam Smith, holds that parsimony, “the most usual 
means of increasing private fortune,” is likewise the 
“parent of public wealth 1,1 In fact, as has been seen, 
private nches postulate scarcity, and “ the common sense 
of mankind would revolt at a proposal for augmenting 
the wealth of a nation by creating a scarcity of any 
■commodity generally useful and necessary to man ” He 
•continues m a passage which has been frequently quoted 

“ For example, let us suppose a country possessing 
-abundance of the necessaries and conveniences of life, 
and universally accommodated with the purest streams of 
•water — what opinion would be entertained of the under- 
standing of a man, who, as the means of increasing the 
wealth of such a country, should propose to create a 
scarcity of water, the abundance of which was deservedly 
considered as one of the greatest blessings mcident to the 
community? It is certain, however, that such a projector 
would, by this means, succeed in increasing the mass of 
individual nches, for to the water, which would still retain 
the quality of being useful and desirable, he would add 
the circumstance of existing in scarcity, which of course 
must confer upon it value ” 3 

The converse case is also forcibly argued 

“Let us for a moment suppose it possible to create as 
great an abundance of any species of food as there exists 
of water what would be thought of the advice of a man 


1 Ibtd , p 40 


* Ibid , pp 43-44 
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who should cautiously recommend, even at the moment 
of the pressure of scarcity, to beware of creating this j 
boasted abundance? for, however flattering it might 
appear as a remedy for the immediate evil, it would 
inevitably dimmish the wealth of the nation Yet ( 
ridiculous as this opinion might appear, as everything! 
which partakes of the abundance of water or air must at 
once cease to possess value, it follows that, by occasioning' 
such an abundance, the sum-total of individual nchesj 
would most certainly be diminished, to an extent equal tq 
the total value of that species of food whose value would 
by this means be destroyed " l 

There is thus complete antagomsm between public 1 
wealth and private nches, the community is interested in 
abundance, the individual (who possesses) is interested m 
scarcity Indeed Lauderdale goes so far as to affirm 
generally that '* an jncrease of nc.hes~when ari sing fr om 
alterations in the quantity of commodities, is always ""a 
proof of an immediate diminution of wealth, and a 
diminution of nches is evidence of an immediate increase 
of wealth " 2 Thus Lauderdale amves at his definition of 
wealth as consisting “ of all that man desires, as useful or 
delightful to him,'' while individual nches consist of "all 
that man desires as useful or delightful to him, which 
exists m a degree of scarcity ''* As scarcity increases, 
the former diminishes, while the latter must increase 

In an elaborate discussion of the four causes which 
lead to vanations in value ( d 1 mmjitio n and - -increase of 
quantaty^^unmufaQn and increase of demand), Lauderdale 
is led to an analysis of wK’af would now Tie known as the 
principle of elasticity of demand Thus, taking the first 
of these causes, that of diminution of quantity (or 
scarcity), the effect of competition in raising value may 
be far beyond what might be expected It will depend 

1 Ibid , pp 45-46 * Ibid , pp 55-56 * Ibid , pp 56-57. 
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upon the extent to which people are willing to deprive 
themselves of a portion of other enjoyments, the governing 
consideration bemg the “ desire of mankind to continue 
their usual enjoyments ", and their obstinacy in attempt- 
ing to acquire the same quantity of any commodity as 
formerly is “ proportioned to the degree of inclination 
which either necessity, habit or taste has created for it " 
This explains the difference between the effects of scarcity 
on the value of different articles, m the case of necessities 
there may be a rise in value in the ratio of one to fifty, 
whereas articles of taste or luxuiy hardly ever rise to 
double or treble their usual value 1 As Lauderdale says 
in another part of the same discussion “ No nse m value 
can induce men to renounce the acquisition of the 
necessaries of life, provided any sacrifices they can make 
will procure them ” 2 

Lauderdale is also notable for his closer analysis of the 
function of capital in the production of wealth Land, 
labour and capital are, he says, all three, original sources 
of wealth, though at different stages of development they 
contribute to this end in very different proportions So 
far as the function of capital is concerned, the view which 
Lauderdale criticizes is that implicit in certain statements 
of Adam Smith (Book I, chap 6) to the effect that the 
profit of stock is paid out of and derived from the value 
added by the workman to the raw material, a doctrine 
which, as interpreted by Lauderdale, seems to savour of 
Marxian doctrine On this view, says La pderd ala^capital 
would not be an original source of revenue, since profit 
would be " only a transfer from the pocket of the labourer 
into that of the proprietor of stock " 8 As against this 

1 Ibid , pp 65-66 

* Ibid , p 76 

* Ibid , p 158 He also quotes from Book II, chap 3, of The 
Wealth of Nations, a sentence which seems to be peculiarly 
susceptible of a Marxian interpretation “ The labour of a 
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view, Lauderdale argues that the profit which capital I 
receives is not a simple transfer of this nature, the profit 
it receives arises from its own mdependent services, that/ 
is to say “ from its supplanting a portion of labour which! 
would otherwise be performed by the hand of man, or\ 
from its performing a portion of labour which is beyond] 
the reach of the personal exertion of man to accomplish ” l * 
A man with a spade can do the work of fifty people using 
their nails (surely an underestimate), this portion of 
capital, therefore, supplants the necessity of forty-nine 
people, who are thereby rendered superfluous So with 
each and all of the five methods m which, according to 
Lauderdale, capital may aid production, the profit which ' 
accrues to capital arises essentially from the displacement I 
of labour 2 So far from its being the case, then, that ' 
capital is profitable m putting labour into motion, or in 
“adding to the productive powers of labour,” its real] 
function is to supplant labour And the consequences of I 
this view are far-reaching On what, for convenience and 
following Lauderdale, may be taken as Smith’s view, 
labour is limited by and proportioned to the quantity of 
existing capital, and therefore an increase of capital is 
the " sovereign and unbounded means of augmenting 
wealth ” On Lauderdale’s view, a country cannot be 
benefited by the possession of a greater portion of capital 

manufacturer adds generally to the value of the materials which 
he works upon, that of his own maintenance and of his master's 
profit” “Manufacturer” has, of course, m this passage, its 
eighteenth century and true significance of one who does thinga 
with his hands 

1 Ibtd , p 161 

* In a characteristic footnote, Lauderdale observes " It is 
a strange confusion of ideas that has led Dr Smith to describe 
the operation of capital as increasing the productive powers 
of labour The same process of reasoning would lead a man 
to describe the effect of shortening a circuitous road between 
any two given places from ten to five miles, u doubling the 

velocitv nl tliH walker " In ill«\ 
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\ than can be advantageously employed m supplanting 
l labour 1 

This leads, on the practical side, to the central point in 
Lauderdale, earned to the excess of paradox It might 
reasonably have been inferred that wealth could only 
be increased by those means by which it l s~on gmally 
pro duced, b ut popular prejudice, confusing The m eans 
whereby an individual may properly iocrfta^CEirpnvate 
i nches with the policy proper for the increase of public 
! wealth, has pointed to parsimony as the path of enneh- 
\ ment 2 But Lauderdale will have nothing to do with 
parsimony, " the baneful passion for accumulation ", nor 
does he support the orthodox and Smithian doctrine that 
every prodigal is a public enemy, and that every frugal 
man is a benefactor In the more primitive agricultural 
state, when a man is in possession of as much capital as 
he can use, it is neither advantageous to himself nor to 
others that he should abridge consumption merely to 
obtain more than he can use, and at all times there 
is a point beyond which capital cannot be profitably 
increased 3 Hence the folly of sinking funds; hence also 
the importance of stimulating demand, on which industry 
depends Lastly, Lauderdale stakes a note suggestive of 
much to come later when he argues that " great inequality 
of fortune . . has everywhere been the principal impedi- 
ment to the increase of public wealth,” and that a proper 
distribution of wealth insures the increase of opulence by 
sustaining a regular progressive demand in the home 
market. 4 

Rae 

John Rae 8 (1786-1873) has many points in common 
with Lauderdale, and though a flabbier and less pungent 

1 Ibid , pp 203-305 * Ibid , p 228 

* Ibid , p 208 4 Ibid , pp 345 and 319 

• Born at Footdee (or Fittie), Aberdeen, in 1796, educated at 
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writer, he is not so markedly a disgruntled voice et 
prceterea nihil In large measure he also is critical of 
the foundations on which Adam Smith builds, and in- 
particular of two assumptions, firstly, that the national 
wealth can be increased by the accumulations of private 
wealth, and secondly, that there is a natural harmony 
between private and national interests These are the 
views expounded in his chief work, New Principles on 
the Subject of Political Economy 1 (1834) Individual 
accumulation, as a means of advancing the national 
capital, has, he argues, limits beyond which it cannot 
pass a There is, as m Lauderdale's example, a limit to 
the number of flails a country can profitably use, Adam 
Smith, indeed, had in one place spoken to the same effect 
regarding pots and pans Beyond this point, mere 
accumulation in itself will do no good; that the national 
capital may increase further, the nation must be hitched 
"up to a higher level of development Flails must be 
replaced by threshing machines, that is to say, there must 
be invention and progress s 

This, for Rae, is the fundamental point of distinction 
In a passage too long for quotation, he argues that 
individuals in general increase their capitals by acquiring 

Manschal College, later studied medicine at Edinburgh He 
seems to have emigrated under the double spur of financial and 
matrimonial misfortune Led a very miscellaneous life in Canada 
and elsewhere, teaching, doctoring, etc He ended up, a rather 
pathetic exile, as a kind of administrator in the Sandwich 
Islands 

1 The full title is really much more cumbrously lengthy 
Rae's book was re-edited by Dr Mixter m 1905, under the 
title The Sociological Theory of Capital Unfortunately, in this 
edition, the contents have suffered a complete reshuffling in 
order to attain what the editor regards as a more logical arrange- 
ment This is what Adam Smith would have called a " most 
unnecessary attention ” Reference is, however, made to this 
edition as being the most accessible 

* Sociological Theory of Capital, p 157 

* Ibid , pp 1 Si 153 



200 DEVELOPMENT OF ECONOMIC DOCTRINE 


a larger portion of the common funds One grows nch, 
while another grows poor, but while one man may add 
house to house and farm to farm the national capital itself 
[may remain but little changed Neighbouring nations, on 
the other hand, advance and decline in wealth together 
Thus, in a characteristic summary. 

" As individuals seem generally to grow nch by grasp 
tng a larger and larger portion of the wealth already 
in existence, nations do so by the production of wealth 
that did not previously exist The two processes differ 
in this, that the one is an acquisition, the other a 
creation ” l 

It is a consequence of this view that Rae assigns to 
invention a place of primary importance in his scheme 
! of things, indeed his work is largely a study of the place 
of invention in social development Invention can alone 
be said to create, and as such it is an essential element m 
the process of the increase of national wealth; but, having 
teegard to the distinction indicated between national and 
[individual wealth, it cannot be assigned a similar place m 
the increase of individual wealth a Allied to this is his 
dissent from Adam Smith on the question of division of 
labour Smith had noted the encouragement of invention 
as one of the consequences of division of labour; but this, 
argues Rae — not without cogency— is to invert the true 
order of events Knowledge and discoveries mean the 
multiplication of instruments, and variety of tools means 
diversity of trades It would be wasteful for all men to 
possess all tools, as in that case the great bulk of 
implements would in general be lying idle * Thus division 
of labour proceeds from, and is dependent on, the 
antecedent progress of invention, indeed, monotonous 
occupation, which is in part synonymous with division of 

* Ibtd , p 383 * Ibtd , p 386 * Ibid , pp ioa-103 
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labour, will rather tend to dull and cramp men's faculties 
and so discourage further inventions in the victims of a 
monotonous regime Here he is doubtless right m his 
readjustment of emphasis, as also perhaps m his inclina- 
tion to minimize the place of " dexterity ” m Smith’s 
theory of division of labour For dexterity w of 
importance only in the beginning of art, and with 
progress “ the hand does less, the instrument more ” l 
Division of labour, in short, is for Rae not a cause but 
a result of progress, it is but the manifest consequence of 
that inventive faculty which raises society to a higher 
level. 

The fact that on Rae’s view private accumulation rests 
largely on mere acquisition i mplies further that there is n o 
nat ural identity between national and individual intere sts 
“ Do the labours' of the cool, calculating gambler, or of 
the sharper, add to public wealth ? ” Does the spint of 
keen bargaining add to public wealth? In these and' 
countless other ways self-interest may not be guided by 
an invisible hand to the promotion of larger ends 2 Rae 
is thus led to a reasoned refutation of the doctrine of 
laissez-faire, to a plea for enlightened government inter- 
ference When men are united in large societies it is 
impossible for each to take an active part m what concerns 
the public good , this is the function of the legislator On 
the theory of laissez-fatre each individual, seekmg his own 
good, unintentionally and indirectly increases the national 
wealth Admittedly, then, it is only the legislator who 
can of design act with a view to increase the national 
opulence, but as his interference would disturb the course 
which events would otherwise take, this interference, bemg 
opposed to the course of Nature, is presumed, on laissez- 
fatre principles, to be injurious * 

This presumption Rae holds to be unfounded; it is by 

1 Ibid , pp *37-242 * Ibid , p 345 * Ibid , pp 357, 36a 
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oo means demonstrable that the art of the legislator is 
powerless to promote the prosperity of nations, and 
indeed the assumption should rather be the other way 1 
The example which bulks most largely in his mind is that 
of the passage of the useful arts from one country to 
another These transplantations were originally due to 
violent causes, they were the consequences of war, 
revolution and exile But if such evil influences no longer 
operate, must we also sacrifice the indirect good which 
such causes may have produced, or is it not rather the 
duty of “the intellectual part of our nature " to achieve 
the good and prevent the evil ? 3 The original violent 
methods of dissemination of the knowledge of the arts 
should therefore be replaced by the direct efforts of the 
legislator to draw them there Thus the legislator is 
called upon to act, but to act cautiously, and the weapons 
which Rae places in his hands for this purpose are 
represented by premiums, bounties and duties 3 This 
argument Rae further buttresses by the contention that 
cases in which private effort succeeds in transferring an 
industry to a new countiy are very rare, and that it is 
scarcely ever likely to be profitable “ It would be 
more ]ust and judicious,” he says, " that the necessary 
first cost of the scheme should be borne by the whole 
community ” rather than that we should wait " till the 
miscalculations of some unfortunate projector confer on 
us a public benefit ” 4 Thus does the infant industry 
argument gently crow from its cot 

Rae’s central doctrine is open to the criticism which 

1 Rae's analogy is interesting, if not wholly to the point " If 
a number of people have occasion to pass frequently between two 
points, they will without design produce a natural footpath 
will this, which was no part of their intention, be a better 
footpath than one artificially and intentionally created by the 
community, acting as an organized unit? “ (p 36a) An 
argument for the continued existence of the Pansh Council 

* Tbtd , p 365 * Ibid , pp 369-370 4 /f >» d , p 419 
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must so often be passed on those who are determined 
to be critical While he suggests useful correctives, his 
main contentions, when generalized, are as untenable as 
those which he attacks It is cunous to observe that he 
regards the theory which identifies mcrease of national 
wealth with accumulation of private capital as incon- 
sistent with itself, merely because Adam Smith admits 
the importance of the introduction of the new arts 1 It 
would be equally logical to regard Rae’s theory as ship- 
wrecked by his admission 

" that individuals, as well as nations, acquire wealth from j 
other sources than mere saving from revenue, that skill is 
as necessary, and consequently as valuable, a co-operator 
with the industry of both, as either capital or parsimony, 
and that therefore the expenditure which either may be 
called on to make to attain the requisite skill is very well 
bestowed " 2 

This is an impeccable statement which even Adam Smith 
in his more obtuse moments might have accepted, but 
it somehow torpedoes the crisp distinction between 
the sources of national and individual wealth which 
elsewhere Rae attempts to draw 

Rae is an interest ing study for those who are fascin- 
ated by the rea^tt 5 !r^rrmn 3 ''bn mind Perhaps in part 
owing to a common American environment, there is a 
good deal in him that foreshadows Carey, notably in his 
treatment of land as an instrument, indistinguishable from 
other instruments, and in a doctrine that approaches 
Carey’s theory of value as determined by cost of reproduc- 
tion 8 

1 Ibtd . p 407 * Ibid , p 428 

* Thus, In discussing " instruments,” he explains that ” ■ 
field fitted for use is an Instrument The power which has 

made it an Instrument is the agriculturalist's labour ” fp 16) 
And again, ” a portion of cultivated land, considered as an 
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So also there are hints of List, whose views hkewise 
were moulded by his experiences and his study in 
America When Rae, emphasizes the importance of 
introducing a new industry to serve later as a source 
of wealth, and i ndicates that the legislator may. " by 
means of a s mall expenditure, effect an i ncrease of the 
productive powers of the community’’’’ he is anticipating 
not merely the~T£fought ’ but” the phraseology of the 
German economist Lastly, if it be not too fanciful, 
his comments on luxury and vanity, and his conjunction 
of the words " conspicuous " and '* consumption " are 
a curious anticipatory echo of Thorstem Veblen 1 

Stsmondi 

Sismondi 2 (1773-1842), as a writer of economics, is 
extremely difficult to " place ” This is due to the fact 
that his was a mind m transition, he never quite lost con- 
tact with his starting point, yet he never quite amved at 
his natural destination While having kinship with many 
schools, he is consequently at home with none In his 
first important work, De la Richesse Commerctale 3 (1803), 

instrument actually subject to the operations of the husband- 
man, does not differ from any other instrument " (p 40) On 
the question of value where articles are produced with less 
labour than formerly, they " procure for their owners less of 
other articles m exchange than they did before They exchange, 
not for what labour has been actually wrought up m them, but 
for what is now required to make others similar to them ” 
(P 107) 

1 Ibid , p 245 et seq 

* Born m 1773 in Geneva, where he also died Spent a 
considerable time in Italy, where he engaged m agriculture and 
wrote his sixteen-volumed work on the history of the Italian 
Republics in the Middle Ages Later also he embarked on a 
bistory of the French, of which twenty-nine volumes were 
written, and other works less markedly voluminous He visited 
England in his youth and also later 

* The full title is significant De la Rtehesse Commerctale ou 
Princtpes d'Dconomte Politique appliquds d la Legislation du 
Commerce 
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h is position is mmpip, he is, as becomes a young man, 
content to be a not very critical follower of Adam Smith. 
Moreover, there is a refreshing honesty about his dis- 
cipleship Of certain chapters he tells us that they 
contain no ideas really new to anyone who has studied 
Adam Smith, 1 and further that his object is to appro- 
priate to France the counsels which Adam Smith had 
intended primarily for England 2 There is an engaging 
candour m his later confession that if in this book he 
did not make any discoveries, he was at least well aware 
of the fact 3 4 * 

In the mam, then, the central point of this first work is 
to be found m Sismondi’s restatement of the harmony of 
interests, the necessity of latssez-fatre and the folly of 
Government interference. W hen commerce is left fre e, 
he explains in one place, c apital nat urally 
direction which is most advanfagecmTtothe nation whic h 
p ossesses' ‘it,* ancTlKere is more than an echo of the 
m visible hand m his assertio n that “ a ll men, in seeki ng 
their own interest, incessantly tend to serve the n ation al 
in terest "° Thus" " we 'arrive at the glowing optimistic 
coUctusion that " t he capitalist, who consults his own 
interest , always wo rks f or th at of the nation ", B and the 
sans cesse and the toujours stand forth brazenly without 
modification He thus quotes as a noble rdponse, the 
alleged reply of the British business world to a Govern- 
ment anxious to help them that the only favour they 
desired was " la grkce de nous oublier ” 7 All this 
savours of the clotted cream of laissez-faire , but there 

1 De la Richesse Commercials, Vol I, p m. 

•Ibid , Vol I, p 12 

• Nouveaux Pnncipes, p vii 

4 De la Richesse Commercials, Vol I, p 267. 

• Ibid , Vol I, p 329 
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are pointers in the direction of the later Sismondi, as 
when he exclaims that “ no man of sensibility can 
without grief see the most interesting class m the nation, 
that which supports the whole by the fruit of its labours, 
deprived of its enjoyments in order to share it with 
people who are a charge upon it " l 
When Sismondi, after an interval of sixteen years 
spent in historical research, returned to economics m his 
Nouveaux Pnncipes d‘£conomte Politique 2 * (1819) he 
may be a respectful admirer of Adam Smith, but he is 
certainly no longer a meek disciple In the interval he 
had seen the world m a period of rapid transition and 
industrialization, a world urged from every quarter to 
produce more, and to produce more cheaply He had 
looked upon it, and had found little to admire. Behind 
all this feverish accumulation there lurked the teaching 
of orthodox political economy, but for the maturing 
Sismondi, political economy ought to be something 
else It was " la th6one de la bienfaisance ", s its object 
was to increase the physical well-being of man But in 
the Europe of 1819, above all m the England of that 
day, what had happened to the enjoyment of life? In 
sombre phraseology, in contrast to which Malthus appears 
a radiant optimist, Sismondi describes a world, hungry,] 
suffering, degraded, and he is tempted to curse division 
of labour and the invention of manufactures as the rock' 
on which the human race has made shipwreck 4 To 
Sismondi, it appears appropriate to ask the disturbing 
question: “Where are we going?" Where are the 
happy people in this world m which everywhere one 

1 Ibid , Vol I, p 109 

* The full title is again of interest Nouveaux Pnncipes 
d’Pconomie Pohttque, ou de la Rtchesse dans set Rapports avec 
ia Population 

* Nouveaux Pnncipes, Vol II, p 248, Vol I, pp 8-0 

4 Ibid . Vol II, p 313 
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observes the progress of things, everywhere the suffering 
of men 51 

Sismondi's central theme is simple, and it is so omni- 
present that he tends to be a man of one idea That 
idea is to be found in his emphasis on the evils which 
flow from unrestrained competition, above all as evidenced 
m the excessive production of goods for which there is 
not, and cannot be, any demand This over-production 
which so haunts Sismondi is, it will be observed, a general 
over-production of all commodities, and not merely over- 
production of certain commodities relative to others 
It is, m his view, a direct result of division of labour 
and large-scale production In isolation, a man produces 
for himself and knows when to stop and " repose ”, in 
society he is producing for others, and cannot know 
when enough has been produced 2 To the man m isola- 
tion there is therefore a clear limit to the extent to which 
he should amass The purpose of accumulation is sub- 
sequent enjoyment and rest, and it would be folly to 
accumulate in excess of the power to consume With a 
complex society, the efforts of men are separated from 
their natural rewards, so that one man labours and 
another man rests Yet, though thus obscured, it is as 
true of society as it is of the individual that there is a 
limit to the power of consumption But as this limit 
is no longer obvious, men are urged on by the " zeal to 
produce which every writer stimulates and which every 
Government encourages ” s Demand should precede pro- 
duction, but what, in fact, the producer considers 19 
whether he is capable of producing more, not whether 
there will be a demand for the commodity when it i 9 
produced 1 Production, that is to say, is based on the 
extent of capital at the disposal of the producer. These 

1 Ibid , Vol II, p 329 • Ibtd , Vol I, pp 77-80 

• Ibid , Vol I, p 68 * Ibid , Vol I. p 317 
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evil consequences are accentuated by the fact (which has 
much later been no immaterial factor in the tendency 
to industrial combination) that it is always easier to 
expand than to contract, that it is indeed almost impos- 
sible, for a variety of reasons, to restrict the size of an 
undei taking or to close down 1 To Sismondi, looking 
around, the world everywhere presented the spectacle 
of overstocked markets, of production for which there 
were no consumers — the consequence of apportioning 
production not to demand but to available capital 2 

Sismondi’s theory of distribution, on which the 
doctnne of over-production rests, is one of those things 
which are better left m their natural obscurity His dis- 
tinction between the annual production and the annual 
revenue, and his view that the annual production of any 
year is bought by the revenue of the preceding year, 
reveal a mind which was a stranger to strict reasoning 
On this side Sismondi’s doctrines merely possess the value 
of antiquarian curiosities, and as such should not be 
withdrawn from the museum, even for purposes of 
examination * His strength lay in the force of his general 
contentions, not in the abstract reasoning on which these 
were based Out of incomprehensible reasoning there 
emerges fpr^Siamondi a sure conviction which is at least 
comprehensible, thati here oughL J.n . be- „a fl_equi libnum 
between production and con sumption r and that - nations 

1 " Les producteurs ne se retireront point du travail, et leur 
nombre ne diminuera que lorsqu’une partie des chefs d'atelier 
aura fait faillite, et qu’une partie des ouvners sera morte de 
misfere ” (tbid , Vol I, p 310) 

1 Ibtd , Vol I, p 338 

* The reader who desires to fail to understand Sismondi may 
be referred to Book II, chapters 5 and 6 of the Nouveaux 
Prtnctpes, on “ The division of the national revenue between 
the vanous classes of citizens," and on " The reciprocal 
determination of production by consumption and of expenditure 
by revenue " 
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ma y be ruined either by spending too much or too littl e. 1 * 

%t. a dnrtriria.^7 nnHlr-^im^tinT' 

Probably the economic foundation is so tangled and 
uncertain because the mam inspiration may have come 
from elsewhere. His view of man is that of the mor alist; 
there is mdeed an almost religious fervour iifhis denuncia- 
tions For Sismondi, man is a creature with whom rest, I 
le repos, is a natural taste, and m the scheme of things 
this natural taste should also find its gratification 3 
" L’homme travaille pour que l’homme se repose,” as 
he says with an air of benediction, but in the urge to 
produce, we forget the end of all labour and the purpose 
of hfe 

Inasmuch, then, as it is not merely accumulation of 
wealth that matters, but control of wealth and the direc- 
hon of wealth to secure the mcrease of happiness, the 
blessedness of unlimited competition vanishes Laissez- 
faire tends to incredible suffering, and it is therefore 
essential that there be a large measure of Governmentj 
intervention s For the function of the State is to be 
the protector of the weak agamst the strong, the defender 
of the defenceless, the representative of the permanent 
interest of all agamst the temporary interest of each. 
And in the light of experience (since the days of Adam 
Smith, as he hints) it had become abundantly evident 
that there was need of such an authority " to prevent men 
being sacrificed to the progress of a wealth from which 
they will denve no profit ” 4 

The doctrine of the harmony of interests and of the 
potency of the invisible hand accordingly receives short 

1 Ibid , Vol I, pp 120, 123 

* Ibid , Vol I. p 78 

* ” Nous invoquons presque constamment, pour surveiller Is 
progres de la rich esse, cette intervention qu' Adam Smith 
repoussait ” {ibid , Vol I, p 54) 

* Ibid , Vol I, p 55 



iio DEVELOPMENT OF ECONOMIC DOCTRINE 


I shnft from the later Sismondi, and though he does not 
use the phrase, he realizes how laissez-faire may break 
down on inequality of bargaining power There may 
be self-interest displayed in highway robbery, and self- 
interest may likewise dictate to the victim the expediency 

(of offering no resistance, if acquiescence is calculated to 
increase his prospects of escaping unmurdered 1 The 
institutions of society have, argues Sismondi, given rise 
to a similar kind of restraint, though it may not be 
accompanied by such obvious violence " It has as 
often as not placed the poor man under the necessity 
of submitting to increasingly onerous conditions, under/ 
the penalty of dying of hunger, m placing him in this 
penlous condition, it falls to society to undertake his 
defence ” a Left to its natural course, the conflict of 
interests, since it may be to the interest of the weak 
not to resist, may lead to the triumph of injustice * 

Thus we arrive m the most general terms at the 
functions of government Each individual, pursuing his 
interests, tends to increase the speed of the machme, 
the task of the Government should be to slow down 
and regularize its movement, to exercise, in the pursuit 
of wealth, " une action r^gulatrice et moderatnce." 4 
The difference between other economists and Sismondi,' 
as he himself expressed it, was that while they had 
applauded the new industrial ardour, and had urged 
to greater rivalry and speed, he had felt merely alarm, 
and had summoned the friends of humanity to assist 
" in retarding the social chariot which, m its accelerated 
course, seems to be on the point of plunging us in the 
abyss "• 

1 Ibid , Vol I, p 197 
• Ibid , Vol I, p 197 
» Ibid « Vol I, p 379 
4 Ibid , Vol I, pp 381-383 

• See Etudes sur VEconomxe Politique, Vol II, p 111 
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Easy enough to speak of slowing down, but how? 
Take, for instance, the vexed question of inventions and 
machinery on which Sismondi has unusual views. In 
the main he detests inventions, they usually, though 
not necessarily, lead to evil consequences Man loses in 
intelligence, in bodily vigour, m health and gaiety, all 
that he gains in increased power to produce wealth 1 
Even children, it is true, may make stockings from their 
most tender years, before they have tasted any of the 
enjoyments of life But at what an odious price are 
these things bought 1 The normal effect of mventions 
is to diminish the labour demanded, and thereby make 
the country poorer, even though this broad effect may 
be concealed by the operation of foreign trade which, 
while creating prosperity in the producing country, may 
concentrate elsewhere the real ruin created Thus m the 
case of English manufacturers, “ all the suffering has 
fallen on continental producers, all the enjoyment has 
remained with the English ” 2 It is not, however, all 
mventions that are to be condemned, the criterion which 
Sismondi applies is to be found m the pre-existence of an 
unsatisfied demand. " Whenever demand for consumption! 
surpasses the means of production, any new discovery is 
a benefit for society, because it provides the means of| 
satisfying existing needs On the contrary, wherever 
production is fully sufficient for consumption, any 
similar discovery is a calamity because it does not add 
to the enjoyment of the consumers anything else than 
that of satisfying their needs at a lower price, while it 
suppresses the very life of the producers " 3 The market 
must first be extended, if this is done, there is room for 
invention. Modifying the argument, Sismondi contends 
that when an invention extends the market by putting 

1 Nouveau* Prtnctpes, Vol I, p 366 

» Ibid . Vol I, p 322 * Mid , Vol n, p 317 
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the commodity at the disposal of a poorer class, it is 
beneficial But if the market cannot be extended, either 
because all needs are already supplied or because, no 
matter what reduction in price is made, the poor will 
never be consumers, then the discovery is a calamity 
for the human race, for in this case it will only advantage 
certain manufacturers at the cost of others — or, it may 
be, certain nations at the cost of others 1 So also, when 
Sismondi assumes the part of a laudator tempons acti, 
it is one of the marks of happier times that then men 
only thought of inventions when a new need had made 
itself felt 2 

It remains to be considered what can be done to 
protect society and the worker against the rage of 
mventors Here Sismondi does not get beyond a very 
tentative and cunous suggestion He realizes that it 
would be idle to forbid the use of a pernicious inven- 
tion, if other countries were still free to make use of it. 
The sole measure of protection which he suggests is 
the suppression of the privileges accorded to the inventor; 
if all inventions are at once made known and available 
to all, then, as he says, revealing the individualist at 
his heart, " the zeal for such discoveries will grow cold " 3 

With regard to population, that apple of discord which 
Malthus had lightly tossed to the economists, Sismondi's 
views are likewise peculiarly his own Populati on, - he 
holds, is limited by revenue In contradistinction to 
what Malthus had said, population never reaches and 
probably never will reach the limit of possible subsis- 
tence. It is checked because it becomes impossible to 
buy the means of subsistence, or because people are 
pot allowed to work in order to produce it The check 

1 Ibid , Vol n, p 32i 

* Etudes, I, p 34 

* Nouveau* Pnnctpes, Vol U, pp 331-333. 
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thus comes, not from the means of subsistence, but from 
the “ will ” of man, above all of the landowner who 
will not allow others to work unless he receives a 
revenue for his assent 1 This, of course, is scarcely m 
opposition to Malthus, but in his further elaboration of 
the element of human volontd, his views as to the 
natural action of man differ profoundly from those of 
Malthus The vital thing on which population depends 
is the demand for labour 3 Given employment and an| 
assured revenue, people will marry and have children, 
the vice of the new society is that there is no security as 
to the worker’s revenue, and the worker being deceived 
as to his position, children are born for whom there isl 
no provision It is a firm article of faith with Sismondr 
that the worker will not marry until he can afford to 
marry, and that he will proportion his family to his 
revenue— that is, assuming there is stability and a fixed 
revenue But if there is no stability, if the workers are 
displaced by machineiy, how grave is their situation 1 
The workers’ revenue is no longer within their calcula- 
tion, it may be altered by others without their knowledge; 
the entrepreneur himself may miscalculate 3 So living 1 
from day to day, the “ proletarians become content that' 
their children should do the same ”, moreover, do not 
the children become a title to chanty, and may they not 
spasmodically earn wages from the age of seven’ Thus 
the restraint on mamage disappears and children arej 
bom for whom society has made no provision 4 It is 
not then so much demand for work that is important, 

1 Ibid , Vol II, pp 267-270 

* The similarity to Malthus and the different emphasis are 
alike interesting " La population se mesure toujonrs, en 
demifcre analyse, sur la demande du travail Toutes les fois que 
le travail sera demand^, et qu’un salaire suffisant lui sera offert, 
I’ouvrier naltra pour le gagner ” (1 btd , Vol II, p 284) 

* Ibid . Vol II, p 259 

4 Ibid., Vol II. p 263 
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as regular and perpetual demand, for if the demand is 
intermittent, it merely creates workers in order to 
condemn them to death 1 

We are back, it will be observed, at the old point 
Excessive population is the offspring of instability, which 
itself is the offspring of over-production and of all the 
i devilish mventions of the era of the Industnal Revolution. 
His views, by way of suggested remedy, even if imprac- 
ticable are of mterest He accepts as almost obvious 
the view that the obligations of celibacy rest on the 
married as soon as they have the family to which they 
are entitled — which would appear to be one boy and 
one girl To have more would be unjust and cruel, 
since such a course is tantamount to depnving others, 
either of the joys of marriage in youth or of the comforts 
of children in old age 2 Beyond this, the remedies which 
Sismondi hints at, rather than suggests, are drastic 3 , he 
would be prepared to prohibit the mamage of the poor, 
or at least to require certain guarantees The aim of 
the Government, so far as the agncultural population 
is concerned, should be to unite labour and property, 
and Sismondi’s suggestions would ultimately rest marriage 
on a property qualification In the towns, though the 
jtask is not so easy, the end should be the same, namely, 
to abolish the precarious position in which the workers 
'live, to make it possible for them to attain to a certain 
status, and to forbid marriage until that has been reached 
This means among other things a guarantee from the 
employer, it means vesting in the employer the nght to 
veto the marriage of his employees, it means, on the 
other side, that the worker is to be a permanent charge 
on his industry 4 

1 Ibid , , Vol II, p 285 

* Ibid , Vol II, p 295 

* He was more definite in earlier editions 

4 Ibtd , Vol II, pp 339, 363, etc 
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In summary, Sismondi is a protesting voice, and it is " 
from this point alone that he is significant In so far 
as he presented a body of " doctrine ” to the world, he is 
negligible His chief obsession, that of a general over- 
production of goods as an explanation of glutted markets 
and commercial crises, is obviously untenable, and the 
orthodox spokesmen have never had any difficulty in 
showing that while there may be over-production In j 
respect of particular commodities, a uniform over- 
production of all commodities simultaneously is unimagin- 
able 1 Over-production, mdeed, means disproportionate 
production, it means, within limits, that too much is 
produced, having regard to the volume of other products; 
that is to say, it mvolves under-production elsewhere 
So also, in his doctnnes with regard to machinery and 
improvements, and in his msistence on the existence of 
a previous demand before expansion is justified, Sismondi 
turns a blind eye to half the facts of economic life, 
and neglects the possible reactions which variations in 
the conditions of supply may exercise on demand It 
is scarcely too much to say that none of the peculiar 
tenets of Sismondi has stood the test of time Yet he 
is not thereby negligible. In an age when the protest 
was necessary, he affirmed that wealth was made for 
man and not man for wealth, as the “ chremahstic ” 
doctrine seemed to imply , 3 in the darkest days of the 
Industrial Revolution he asked, very pertinently, where 
the world was going, and insisted on the importance for 
the worker of stability and status. But m truth he 
gets nowhere in particular. He never reached Socialism} 
though it would be easy to collect a nosegay of Socialist 
sentiments from his works, and it would be folly to ignore 
his influence on later Socialist writers. But his final 

1 See Mill. Principles of Political Economy, Book III, chap 14. 

* See Etudes, Vol I, p 6? 
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[ attitude is rather one of helplessness and bewilderment 
[ before a problem of which he cannot find the solution 1 
He is perhaps a moralist rather than an economist, 
reminding us, as certain of our own poets have done m 
these latter days, of the folly of those whose vision is 
machines for making more machines, of the poverty of 
a life which leaves no time to stand and stare Righteous 
indignation, such as inspired Sismondi, is a noble passion, 
and the indignant prophet fulfils a useful purpose, e'ven 
if indignation not infrequently leads to bad logic 

1 The pathetic words with which (m some editions) the 
Nouveau x Pnnctpes closes have often been quoted " Je l’avoue, 
aprfcs avoir indiqud oil est & nos yeux le prmcipe, oil est la 
justice, je ne me sens pas la force de tracer les moyens d’exteu- 
tion, la distribution des profits du travail entre ceux qui con- 
courent & les produire me parait vicieuse, mats ll me semble 
presque au-dessus des forces humaines de concevoir un 6 tat de 
propn£t6 absolument different de oelui que nous fait connaitre 
{’experience ” 



CHAPTER VIII 


lfttLLER, LIST AND VON THttNEN 
Muller 

Of the group of three German writers discussed in this 
chapter, Adam Muller 1 (1779-1829) is the least known m 
this country His has been a curious fate If not 
entirely forgotten, he at least suffered a considerable 
measure of neglect until, quite recently, the neo-romantic 
school m Germany, elaborating a point of view similar 
to his, have recalled him from his oblivion and have 
engineered for him a reasonably successful revival Dr 
Spann would persuade us (accordmg to the edition 
consulted) that Muller was the greatest economist of all, 
or of his own, times As his contemporaries included a 
Ricardo and a Malthus, even the more cautious eulogy 
savours of extravagance To others, again, it may 
appear that Muller was not an economist at all, but rather 
that he was merely one who wallowed in windy words 
Yet even if doubts be entertained on this point, he is 
rightly admitted here as representing a distmct line oi 
criticism and because of his spiritual kinship with List 

1 Born in Berlin, 1779, studied m Berlin and Gdttingen, 
received into the Roman Catholic Church in 1805, ultimately 
entered the Austrian State Service, and finally became Councilloi 
in the State Chancellory in Vienna His chief works were the 
Elemente der Staatskunst (1809) and the Versuche enter neuen 
Theone des Geldes (1816), but there is in addition a good deal 
of miscellaneous writing 
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Muller would probably have regarded himself as i 
primarily a political writer, and only secondarily as an 
exponent of economic doctrine His views on politics, 
it is true, are such that in his presentation politics and 
economics become inextricably intertwined, yet at the 
same time it is abundantly clear that his mind is 
preoccupied with considerations usually regarded as non- 
economic To him more than to anyone else is due the 
reaction against certain aspects of Adam Smith's teaching 
Smith, without doubt, had raised his theory on the 
instincts and actions of the individual, though he had 
been by no means so one-sided as later criticism suggested 
Without violent injustice, Adam Smith’s state could 
therefore be represented as being a conglomeration of 
individuals, the national wealth as the summation of 
individual substances, and for him the economic impulse 
was to be sought in the individual heart, moved by highly 
enlightened self-interest. In the phrase which later 
became so much beloved, Adam Smith was “ atomistic ”, 
the pubhc interest, so far as it was considered, was a by- 
product, due to the silent functionmg of an unseen hand 
With Adam Muller, on the other hand, the State comes, 
first, and the individual has only significance in relation to 
the State It is therefore necessary to approach Muller's 
contribution to economics by way of his more general 
political doctrine. 

Two domin ant influences , are obvious m th e wri tings ofi 
Mqjj er InTHeluit place, parTancTparcel of the 

so-called Romantic movement, and the leading representa-' 
five of that movement on the political and economic side 
As to the precise significance of the Romantic movement, 
as it existed in Germany, the phrase is one of those which 
are better left vaguely sensed than precisely defined. As 
a school the Romantics strove for the unseen and the 
eternal, for the intangible and the infinite; they concerned 
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themselves with the ultimate riddles of life, and so tended 
to a mysticism incomprehensible to those entangled in the I 
seen and the temporal The other primary influence is 
that of Burke, to whom Muller consistently refers m words 
of the highest eulogy 

The central point in Muller’s theory is the Aristotelian 
doctrine that man is inconceivable outside the State 
Every individual is m the centre of civil life, interwoven 
with the State on all sides, just as every individual is at 
the central point m the life-period of the State, with a 
past lying behind, which must be respected, and a future 
which must be cared for. The State, then, is not an 
artificial creation, begotten for the attainment of particular 
ends and objects in civil life, it is the sum-total of civil life 
itself. In a phrase to which Muller constantly recurs, it is 
not merely a fundamental human need, it is the supreme 
human need 1 

Moreover— a point in which the influence of Burke 
becomes apparent — the State represents a continuity 
through time In the great warfare which man wages 
with the earth, he has need of allies, and the alliance 
extends not merely to all those who are contemporaries m 
the struggle, but it also embraces all past generations, 
since no generation can successfully conduct this warfare, 
relying on its own strength alone The State, then, is this 
double alliance, not merely of all who are at any time 
living together, but also of all those who follow each other 
in time a It is thus immortal and to be viewed not as 
something static, but as in continual motion The mutual 
interdependence of all, in the stream of time, is thus made 
fundamental The analogy of the household continually 

1 Element e der Staatshunst, Vol I, pp 29-31 The State ia 
" das Bedflrfniss aller Beddrfmsse des Herzens, des Geistes and 
des Leibes ” References are to the recent editions in the Herd* 
Damme Series 

* Ibid . I, pp 59-do. 
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' recurs m Muller, each individual can produce and possess 
only in so far as he is a member of a group which together 
makes up a household, 1 and it is because Muller beheved 
that in the Middle Ages society was in fact constituted on 
such a family basis that his writings are so full of eulogies 
•of the feudal system and of the place and function of 
a nobility in the State That the State should be a 
leviathan, consuming the individual, is of the essence of 
Muller’s political doctrine, and it is a not uncommon pomt 
of view in German speculation, what is more peculiar to 
him is that he somehow persuaded himself that his ideal 
was embodied m the feudal system 

With such a hasty sketch of the political background, it^ 
is possible to approach the more specifically economic 
doctrines of Muller. And first of all, his antagonism to - 
individualism leads him to reiterated condemnation of 
absolute private property, that evil legacy of the Roman 
law, so gloriously absent under the feudal system The 
result of cutting the individual off from the whole is that 
each and all will live in poverty, possessed by a lust for 
exclusive possession which no wealth, however great, may 
satisfy 2 As the members of a family, on an equal share-out, 
are all poorer than they were before, although arithmeti- 
eally there has been no change in the sum-total of wealth, 
so m society there is a force present which heightens all 
values 3 Muller, indeed, finds that there are three kinds 
of property (a) pure private property, (6) corporative 
property; and (c) State property Moreover, all these 
elements are, or should be, present in all property, and 
the individual only possesses in so far as he is at all times 
prepared to share with others what is peculiarly his, and, 
should occasion arise, to surrender it to the State. Real 


* Theorte des Geldes, p io 
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property exists only in common possession, and all private 
property is but a right of usufruct 1 Muller’s devotion to 
the feudal system is due to the fact that m his view it 
embodied this principle, and indeed in one place he oddly \ 
defines feudalism as embracing all the legal hindrances in j 
the way of private property a 
Turning more to the nature of wealth and the meaning r 
of production, Muller repeatedly emphasizes his diverg- 
ences from Adam Smith In opposition to the doctrine of j 
latssez-jatre, what should be the task of the statesman? 

It should be to consider the totality of the needs of his 
State, viewed in the light of eternity Non-intervention is" 
but the consecration of the right of absolute property, the 
renunciation of the claims of the State to all property * 
The doctrine which appeals to a law of Nature is “ revolu- 
tionary ” m so far as it implies that human institutions 
and laws are bankrupt * For Muller, the State is always 
m the centre of all things, and consequently all wealth, all 
production, all consumption must alike be viewed in the 
light of their reaction on this eternal thing which we call 
the State Value itself, as distinguished from price (which 
relates to the moment), is indeed but the significance 
which a thing has m the State, and for the perpetual 
rejuvenation of the State, 8 and it is Muller's central 
criticism of orthodox Political Economy that it is a theory 
of wealth which takes no account of the value of things m 
this high sense 8 It concerns itself with things, never 
with persons Adam Smith, in Muller’s indictment, is 1 
concerned only with tangible thmgs that can be bought 1 
and sold; and admittedly, Smith’s discussion of productive 

‘ Ibid , pp 19-20 

* Staatskunst, I, pp 268-269 

* Theone das Geldes, pp 102-103. 

4 Ibid , p 132 
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and unproductive labour, if viewed apart from the 
1 development of that rather foolish controversy, does seem 
rather harsh on the philosopher whose philosophizings are 
1 not embodied in a vendible book But the question 
“ What is wealth? ” cannot, accordmg to Muller, be 
considered apart from the other question " How does 
wealth come about? " 1 A system of Political Economy-* 
which aims at the multiplication of “products,” and 
which removes all hindrances to the further increase of 
products, may result in a wealth which has no guarantee 
of its continued existence 2 Adam Smith, in limiting 
wealth to products which possess exchangeable value, 
had, like his predecessors, neglected other equally 
important questions Amongst other things, for instance, ‘ 
| he had forgotten to consider what is the force or activity 
j m the State which maintains wealth 3 

Thus we amve at a view of Political Economy which is 
largely emancipated from external things which, if impor- 
tant, are important only because they increase the produc- 
tive powers of the persons concerned 4 We have to discard! 
the habit of counting wealth by sums and by figures ’ 
As Muller, with characteristic Romantic affectation, 
observes “ Nothing is worthy of admiration that can 
be expressed in numbers ” s He is indeed at one withf 
Lauderdale, to whom he refers with approval, m rejecting! 
■current views on production and parsimony The! 
economic activity of society is at once an unending 
consumption and an unending production, and an excess j 
of production over consumption is only apparent National \ 
wealth is not to be arrived at by subtracting the nation's > 

1 Staatskunst, I, pp 35-36 

* Ibid , I. pp 350-357 

* “ Welche Kraft oder Thatigkeit im Staate 1st erhaltend? ” 
(I P 375) 

1 Theone des Geldes, p 14. 

* Ibid , p 46 
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needs from the nation’s products, that merely leaves a 
"dead deposit of possessions", on the contrary, true' 
consumption is itself a source of national wealth, which' 
exists in use as well as in possession 1 * * Out of the ever-^ 
lasting conflict between production and consumption there 
arises a higher product, which may be called the national 
credit, the national power, faith in the State, the State 
itself * The State is thus not merely the cradle in which j 
all wealth is produced and the guarantor of all wealth,, 
it is at the same time the end of all production and 1 
consumption 

Akin to this is Muller’s position with regard to what 
he termed spiritual capital It is m keeping with his. 
reverence for~tRttHtfC!T and continuity that he should 
replace the familiar trinity of "land, labour and 
capital " by " Nature, man and the past ”* Capital 
is the contribution made by past generations to the 
present race of men for use in their struggle with 
Nature, and as such it belongs to the whole race of men 
and to all generations of men, subject to a right of 
usufruct 4 But so viewed, the legacy of the past is not 
merely material, it is also spintual in character, hence 
alongside capital, as interpreted by Smith, it is necessary 
to find a place for spintual capital To this idea Muller 
constantly recurs in one form or another. In this sense 
the \Mfdth of the State comprises, among other more 
obvious things, the arts of administration, the constitution, 
the laws, and all great national memories 4 At times 
particular emphasis is laid on the element of legislation, 

1 See Theone des Geldes. p 66, Staatskunst, I, pp 348, 474 

* Theone des Geldes. pp 70-72 It is characteristic of the 
rather meaningless jareon which Mfiller loves that credit should 
be called " dieses Produkt aller Produkte ” 

* Staatskunst » II, p 6 

4 Ibid , I, p 161 

* Theone des Geldes, p 12 
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as when he declares that the legislation of a Christian state 
is the only real wealth of that state, a proposition in an 
especial degree true of England, for England’s power rests ’ 
not on the soil or on labour, but on capital — the divine ( 
capital of laws, customs, national reputation and credit. 1 * 

Another point on which the polemic of Muller is directed 
against Adam Smith relates to division of labour The , 
citizen, he says truly, must not cease to be a complete • 
man merely because he looks after his own business, and 
in an imaginative passage he pictures man in the begin- 
ning of society revealed m the comprehensive fullness of 
his capacities The whole State is then but a single man, 
but likewise the individual man is no less than the State 
All those who come after this original man together make' 
up the complete man m whom the various occupations of 
life are m as natural equilibrium as they were in him 
Thus division of labour (or of the vanous functions of’ 
society) is only possible by a personal relationship among 
those concerned, so that together, by their union, they 
shall represent a great and complete person 3 But while 
by progressive division of labour there is on this side an 
ever greater departure from the original man, in whom all 
activities were combined, the needs of each individual 
remain the same. Each one can therefore labour only on 
condition that all others laBbuFfor him He needs the\ 
totality of all others, in short, society, the union of all i 

1 Theone des G tides, pp 107-108, Staatskunst, n, p. 16 In 
a curious elaboration of the distinction between '* physlachea ” 
and " geistiges ’’ capital, Miiller typifies them by the two great 
common possessions, money and language, thus giving four 
elements in national wealth land, labour, physical capital 
(money) and spiritual capital (speech, learning and writing) 
Corresponding to these, since even a philosopher cannot resist 
the allurement of jingle, are the four classes of society: Lehr- 
stand, Wehrstand, N&hrstand, and Verkehrstand. {Staatskunst, 

T L pp 29-33 ) 

^heorte des Geldes, pp 123-124. 
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economic functions, the State, remains the “ need of all} 
needs," and this uniting force must become stronger as 
division of labour is earned further. 1 

Adam Smith's cunous explanation of division of labour, > 
as due to a " propensity to truck," is mildly desenbed by ’ 
Muller as incomplete Division of labour springs from, 
and is dependent on, capital, or in Muller's use of the 
word, “the past,” which furnishes a guarantee to the 
worker while he is devoting himself to his particular task. , 
Yet division of labour (and it is to Muller's credit that he 
realized It) ’may'Ih itself reduce men to the le vel of sla ves 
and machines, unless there 1$ art rere TTaflo n al capital, t he 
inheritance of" the past, active in the minds of the workers 
to counteract these dangers ' ' 

Irillig~coTn < se~c>r his 'Criticisms of Adam Smith . Muller 
constantly recurs to one point in partial extenuation of 
Smith’s one-sidedness. It is that Smith’s doctrines aret 
the peculiar product of Great Britain, and comprehensible ' 
when one has regard to the conditions prevailing in this 
country, and further, that the elements which Smith's 
doctrine neglected were those of most importance to 
continental nations where the conditions were different. 
Muller constantly speaks with an embarrassing apprecia- 
tion of England. Smith, he says, could afford to neglect 
the .element of spiritual capital, because* everyone in 
England took that side for granted* Pr6duc^6ri”riiight 
there T>e ^emphasized to the apparent eXdtrsrtoir"5f“the 
conservation^ or maintenance of weal th, ^Because th e 
principle "of maintenance {Wrhaltung)~ and of na tional 
u nity" BaTT fer cen turies been ins tinctively miplaflted Vy 
the constitution an d~~5yTEe “customs of thTco untrv So 
also in Great Britain the application of the principle of 
division of labour would not have the evil effects it might 

» ibid , p 138 
* Staatikunit, II. pp 17**3 

H 
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have elsewhere, because of the existence there of a 
reintegrating national spiritual capital, whereby every 
•citizen in this blessed island is again inspired and ennobled 
by the all-pervading spirit of former times and of common 
achievements in the past It almost reads like a far-off 
echo of a verse in “ Rule, Britannia " Whether or not 
Muller's doctrine be accepted, it is at least illuminating 
As one of Muller’s chief works is ostensibly devoted to 
a theory of money, a slight reference to his views on this 
aspect of economic doctrine may be expedient Yet here, 
even more than elsewhere, Muller trails off into the 
mystical, the nebulous, the symbolic and, indeed, it is to 
be feared for most, the entirely incomprehensible It has 
been shown that the fundamental need of man is for 
reunion with his fellows, the desire for money is a reflexion 
of this desire for union or, otherwise expressed, for the 
State Men and things require to be linked together, 
and the great uniting force is the State. Money is the 
•economic expression of this need for union, just as tHe law 
is its juridical expression It is in fact a substitute for the 
State, “and JifceTEe* State, and, indeed, all property, it 
should be a common possession Only in the moment of 
circulation, in passing from hand to hand, is money 
money, if it becomes an object of private possession and 
i " rests,” it ceases to be money In so far, then, as the 
•essence of money is that it is the mortar that links society 
together, money for M uller js snmethin gjhat^gnes beyond 
the ordinary.. conception oLfhe m arket-pla ce . In so far as 
any object is desired by two persons, it becomes money 
Money is thus a property inherent in all individuals (and 
things) in civil society by virtue of which they enter into 
relationship with other individuals The citizen himself, 
in so far as he becomes more necessary to others, becomes 
money; th e more excellent he is, the more he is mon ey 
So. elsewhere, the State is money; the law, likewise, is the 
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purest form of money Mon ey, thus representing the n eed 
of society, ijjomethin£ jfem al . a primitive need, existing 
at all times i n its tw oJonns, later represented by metallic 
moneyi. aadthe "Word." 1 It is, of course, open to 
anyone to define money (or anything else) as he or she 
chooses; but a theory of money as so defined is scarcely 
calculated to furnish much illumination, either at the 
Treasury or the Bank of England Into the abstruseness - 
and the curious symbolisms with which Muller's theory of 
money is adorned and obscured, it is, happily, unneces- 
sary to enter here, but it is interesting to observe that 
Muller notes as one of the fortunate consequences of a 
paper circulation the fact that it links those who hold it 
more closely to their particular state. World-money or' 
metallic money, on the contrary, fosters the illusion that 
the holder's interests are dependent on the stream of world 
trade, and thus conceals the fact that he is much more 
directly dependent on the mtemal trade of his own country 
and on his own sovereign Gold and silver encourage the 
belief that wherever the language of metallic gold is heard, 
there is a man's fatherland, paper money attaches him to 
his own soil * 


Lift 

Apart from the recent revival of interest in the origins 
of Romanticism, MuHe^ claim to consideration rests on 
the fact that his point of view is so largely reflected 
in Friedrich List* (1789-1846). List was no visionary 

1 For examples of the peculiar interpretation of money see 
Staatshunst, 1 , pp 351*354. H. PP 7 *. 97 *n». Tktona das 
Geldes, pp 180, a: a 

1 Staatshunst, I, p 433 

• Born at Reutlmgen in 1786, became Professor of Economics 
at Tubingen in 1817 Obliged to resign m 1819, he entered the 
Wflrtemberg Chamber His agitation for reform led to his 
expulsion. Being released he emigrated to America, where he 
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dreamer He played a very practical part in the affairs 
of his day, and though the world broke him, he was yet a 
man of the world But, to a large extent, the substance 
of his views is in line with Muller's thought What 
Muller saw darkly through a haze of mysticism and 
symbolism, and expressed in a cloud of words, List wrote 
and expounded in the spirit of a political pamphleteer. 

For all practical purposes, List’s contribution to 
economic doctrine is to be found in The National System 
of Political Economy 1 It suffers to a considerable 
extent from being very largely a tract for the times, issued 
for the encouragement of the Germany of List’s day, and 
as such it is highly polemical in tone, the opponent to be 
disembowelled being a somewhat distorted Adam Smith, 
or an amalgam of Adam Smith and his less careful 
followers, known throughout List’s volume as " the 
school ” The attack on Adam Smith is lively and 
spirited, even if the book suffers from frequent and indeed 
intolerable repetition Without aiming at a comprehensive 
review, certain ideas may be selected as representing the 
essential core of List’s criticism of " the school ” 
Fundamental in his criticism is his contention that 
Adam Smith gives merely a theory of value, that his 
doctrine is nothing more than a shopkeeper's theory built 
up on the conception of " value in exchange ’’ 3 Wealth 
and the causes of wealth represent two entirely different 
ideas, and it is more important to consider the latter than 
the former.* A person may possess wealth, but if he does 

remained for seven years as journalist, etc Returning to 
Germany, he took up the causes of railway development, and 
of the Zollverein SuSenng ill-health and financial embarrass- 
ment, he died tragically in 1846 

1 References to English translation by S S Lloyd 
•eg National System of Political Economy, p 379 
* Miiller's phraseology in making the same point is interesting, 
he contrasts ” Nationalxeichthum " and " Nationalbereicherung ” 
( Theorte des Geldts, p 44) 
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not possess the power of producing objects of more value 
than he consumes, he will become poorer " The power 
of producmg wealth is therefore infinitely more important 
than wealth itself; it insures not only the possession and 
the increase of what has been gamed, but also the leplace- 
ment of what has been lost " 1 On these lines List stresses 
throughout the contrast between what he calls the theory 
of values and the theory of productive powers, and 
illustrates the distinction by the example of two fathers, 
each with five sons and a surplus of one thousand thalers 
a year The one invests his savings at interest, and 
keeps his sons at common hard work, the other uses his 
savmgs to educate two of his sons as “ skilful and intelli- 
gent landowners," and in enabling the other three to learn 
a useful trade The former, acting on the theory of 
values, is the ncher at his death, on the theory of 
productive powers, it is the latter who is to be com- 
mended 2 

Throughout, therefore, it is the " development of 
productive powers " that has to be kept m view, and the 
causes that may influence this are infinite 

“ The Christian religion, monogamy, abolition of slavery 
and of vassalage, hereditability of the throne, invention of 
printing, of the press, of the postal system, of money, 
weights and measures, of the calendar, of watches, of 
police, the introduction of the principle of freehold 
property, of means of transport, are nch sources of 

E reductive power . . We can scarcely conceive of any 

iw or any public legal decision which would not exercise 
a greater or smaller influence on the increase or decrease 
of the productive power of the nation " 3 
1 National System of Political Economy , p. 108, and indeed 
all chap 12 
* Ibid , p 11a 
• Ibid , p 113 
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This, it will be observed, is nothing less than the sum 
total of the human legacy as incorporated in our national 
life, and mdeed List so expresses it . 

“The present state of the nations is the result of the 
accumulation of all discovenes, inventions, improvements, 
perfections, and exertions of all the generations which 
have lived before us, they form the mental capital of the 
present human race, and every separate nation is produc- 
tive only m the proportion m which it has known how to 
appropnate these attainments of former generations and 
to increase them by its own acquirements . 

This leads to the second and even more deliberate line 
of attack made by List on “ the school," viz , their 
neglect of the national element Quesnay had extended 
his investigations to the whole human race, and Adam 
Smith, following him, had likewise neglected true Political 
Economy Taking the literal meaning of the words. 
Political Economy ought to have reference to the life of 
a nation, the school had substituted for it " cosmo- 
political or world-wide economy " 2 Assuming a universal 
union or confederation of all nations, the^ Free Trade 
position is justified, but “ the popular school has assumed 
as being actually m existence a state of things which has 
yet to come into existence ”* The position, however, as 
we know it, is that between each individual and the 
whole of humanity stands the nation, the embodiment 
of a tradition which List praises m words remimscent 
of Burke and Muller 4 Individuals are not merely pro- 
ducers and consumers, they are also citizens of states and 
members of nations,* and moreover, the producing power 
of all individuals is to a great extent determined by the 
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social and political circumstances of the nation 1 The 
function of political economy, then, is to accomplish 
the economic development of the nation 

It follows, therefore, that any attempt to keep 
economics free from politics is mistaken, and that the 
doctrine of latssez-faire is a delusion As List says in 
one place — and he has been justified by the event — " the 
necessity for the intervention of legislative power and 
administration is everywhere more apparent the further 
the economy of the nation is developed 3 Latssez-fatre 
is a maxim which sounds no less agreeable to robbers, 
cheats and thieves than to the merchant * It is not 
the function of the statesman to do nothing “ A states- 
man will know, and must know . how the productive 1 
powers of a whole nation can be awakened, increased, 
and protected, and how, on the other hand, they are 
weakened, laid to sleep, or utterly destroyed ” 4 

How, then, is this task of the statesman to be accom- 
plished ? The answer brings us to what is perhaps the 
central point in List’s doctrine Adam Smith had 
emphasized the advantages of division of labour as 
applied to any individual trade, as, for example, pm- 
making, he had “ no perception of the division of labour 
as affecting a whole nation,”* and as applied to a whole 
nation the principle of division of labour means the 
symmetrical development of all the powers of which the 1 
nation is capable: 

“ The popular school, inasmuch as it does not duly 
consider the nature of the powers of production, and does 
not take mto account the conditions of nations in their 
aggregate, disregards especially the importance of develop- 
ing in an equal ratio agriculture, manufactures and 
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commerce, political power and internal wealth, and 
disregards especially the value of a manufacturing power 
belonging especially to the nation and fully developed in 
all its branches "* 

This is the text on which List preached, to tfrft Germany 
of his times the im pera tive .p&edJor.. the_ encouragement 
of ma nufac t ur es^ His doctrine has obvious reference to 
the circumstances of his age as List saw them England j 
was the workshop of the world, mtent on nipping con- 
tinental manufactures in the bud; was it safe for other 
countries to be content with a position of subordination, 
accepting this " insular supremacy ”? List’s argument 
is that the agricultural state is definitely inferior to the, 
state which combines both agriculture and manufactures, ' 
and he is led, in emphasizing this point, to not a little 
disparagement of agriculture and to enthusiastic praise 
of the effects of manufactures m a community Thus, 
while it would hardly be proper to say that he reverts to 
mercantilist views, it is certainly true that he is led to a 
position entirely antagonistic to the Physiocrats He con-' 
stantly recurs to the argument that navigation, inland 
and foreign trade, and agriculture itself, flourish only 
where manufactures have reached a high state of pros- 
perity 2 A nation which possesses merely agriculture lacks 
the most essential division of operations among its 
inhabitants; it will attain not a half, scarcely a tenth, of 
the material wealth of the perfect nation 3 As against I 
a " crippled state of agriculture,” it is urged that in the 
state which introduces manufactures at the right time, 
the agricultural and industrial productive powers will 
react on each other, reciprocally promoting an increase 
— “indeed ad infinitum” says the optimistic List 4 A 
nation which carries on agriculture alone is like an 

1 Ibid , p 114. * Ibid , p 124 

* Ibid , p 89 4 Ibid , p 126 
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individual who lacks one arm, 1 and how unhappy (with 
all respect to Varro and the Physiocrats) is the condition 
of such a country, for there (to quote only one outburst) 
“ dullness of mind, awkwardness of body, obstinate 
adherence to old notions, customs, methods and pro- 
cesses, want of culture, of prospenty, and of liberty 
prevail " 2 Manufactures, on the other hand, are “the, 
offspring, and at the same time the supporters and the! 
nurses, of science and the arts " 3 It is indeed only under 
the influence of manufactures that agriculture itself is 
raised to a skilled industry, an art, a science Intoj 
the glories of the manufacturing state, where mventions 
are encouraged, where genius is valued and rewarded, 
where the gift of time is appreciated 4 it is unnecessary to 
enter, it is enough that “all the mental powers of a 
nation, its State revenue, its material and mental means 
of defence, and its security for national mdependence, 
are increased m equal proportion by establishing in it a 
manufacturing power " 5 Moreover, as has already been 
implied, this development of manufactures is required 
for the full development of agriculture itself The 
farmer requires manufactures at his door, not m another 
country, manufactures increase the value of land tenfold, 
to the manifest advantage of the agricultural interests, as 
is evidenced by the fact that m a suitable nation the 

1 Ibid , p 130 

* Ibid , p 159 

* Ibid , p 161 

* " How can the shepherd learn to estimate the value of time, 
to whom time is simply a burden which his pastoral pipe or 
sleep alone makes tolerable to him? " (p 163) This beautifully 
idyllic conception of the shepherd’s life still seems to survive from 
eighteenth century pastoral poetry See Mr Hearnshaw on the 
labour of the shepherd " He sits and contemplates the stars. 
Nature does the rest, and he is nch " (Survey of Socialism, 
P 35 i) As Mr Robert Bums said of something else, supposed 
to be easy ” Let them try ” 

* National System of Political Economy, p 168 
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internal manufacturing production will occasion from 
ten to twenty times more demand for ordinary agricultural 
products than the most flourishing exportation of such 
products could do 1 

These considerations indicate the functions of the State, 
for with List economics remains political and national 
It is essential, m general terms, to promote the produc- 
tive powers of the nation, in particular, it is imperative 
at the right time to secure the development from a lower 
to a higher stage — in the case which List had particularly 
in mind, from the purely agricultural state to the state 
combining agriculture and manufactures In his com- 
plete statement, there are five stages of development 
through which a nation has to pass, and these he 
describes under the names of original barbarism, pastoral 
condition, agricultural condition, agricultural manufactur- 
ing condition, and agncultural manufacturing commercial < 
condition It is in fact, however, only with the latter I 
three that he is concerned 2 The primary weapon 
whereby a nation may progress from a lower to a higher 
stage is Protection m one form or another, but the 
common view that List is a stout, uncompromising 
advocate of Protection is as erroneous as the not 
uncommon impression that Adam Smith was a free-trader ] 
sans phrase It is true that m List the emphasis is all 
on Protection, because he is primarily concerned with 
the stage at which, on his view, Protection is approp riate. 
But in a complete statement oihis theoretical position, 
List is properly to be descnbed as being neither a Pro - 1 
tectiomst nor a free-trader Neither policy is for him 
an end in itself, each is merely a means, and the 
appropriate policy will depend on the needs of each case 
“ History teaches us,” as he says, ” how nations 
may and must — without on that account forfeiting the 
1 Ibid, , pp 194, 200 * Ibid , p 143. 
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end in view— modify their systems according to the 
measure of their own progress In the earlier stages 
they will adopt Free Trade with more advanced nations 
as a means of raising themselves from a state of 
barbarism, and of making advances m agriculture, in the 
next they will promote the growth of manufactures, 
fisheries, navigation and foreign trade by means of 
commercial restrictions, and m the last, when they have 
reached the highest degree of wealth and power, they 
will revert to the principle of Free Trade— in order to 
preserve their agriculturalists, manufacturers and mer- 
chants from indolence He cites Spam, Portugal and 
Naples as examples of the earliest of these stages where 
Free Trade is appropriate, Germany and the United States 
of America as examples of the next where Protection is 
the expedient policy, with France near the boundary of 
the highest stage, and Great Britain as the only example 
where the ultimate adoption of Free Trade is appropriate 
It is desirable to examine more closely the place, thel 
purpose and the extent of Protection in the system of 
List The ultimate goal is Free Trade, but there can 
be Free Trade only among equals, hence " in order to 
allow freedom of trade to operate naturally, the less 
advanced nations must first be raised by artificial 
measures to that stage of cultivation to which the English 
nation has been artificially elevated " 2 The artificial 
measures are, of course, represented by Protection, which 
is the only means of placing backward nations on terms 
of equality with a predominant nation 5 In speaking 
of the adoption of Protection, List has m mind,, however, 
only nations of a considerable magnitude, and he speaks 
throughout rather contemptuously of small states " A 
small state," he says, " can never bring to complete 
perfection within its territory the various branches of 
1 Ibid , p 93 * Ibid , p 107 * Ibid , p 103 
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production In it all Protection becomes mere private 
monopoly.” It is only by alliances with more powerful j 
nations and by excessive sacrifices that such a small 
state can with difficulty maintain its mdependence 1 j 
But even where Protection is appropriate, List is under 
no illusion on the point that it represents an immediate 
sacrifice It is a sacrifice of present advantages in order 1 
to insure future ones, 2 but these sacrifices, he contends, 
are made good a hundredfold, and they are therefore 
properly to be regarded as reproductive outlay by the 
whole nation 3 He would doubtless have approved of 
the contrast recently drawn between the principle under- 
lying a national debt and that implicit in Protection In 
the case of a national debt it is thought proper that a 
part of the burden incurred for the benefit of the present 
generation should be borne by the future, under a 
protective system, expenditure for the benefit of the 
future is borne by the present, in either case, the appor- 
tionment is effected by the State, which alone has a 
sufficiently roving eye over time When we turn to the' 
extent of the Protection to be afforded, there are con- 
siderable limitations In the first place, it is argued, on 
wholly orthodox fines, and m accordance with the 
principles of the school, that, so far as concerns the 
interchange of raw products, the " most extensive liberty 1 
of commerce ” is always advantageous both to the 
individual and to the entire State Manufactured goods 
are in a different case, because here restrictions on 
importations " call into fife and activity a mass of 
natural powers ” 4 The case for Protection is then 
limited to those states which, so far as manufactures are 
concerned, are capable of reaching the highest degree 
of civilization, " but which are retarded in their progress 

1 Ibid , p 142 See also p 247 * Ibid , p 183. 

• Ibid , p 117 * Ibid , p 173 
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by the competition of a foreign manufacturing power,'” 
and even so, such a measure is specifically designed for 
the purpose of industrial development only, and “ is 
]ustifiable only until that manufacturing power is strong 
enough no longer to have any reason to fear foreign 
competition 1,1 Moreover, it should jjfit ‘^exclude foreign 
competition at once and altogether, ^ndjhus isolate from 
other nations That nation winch is” thus protected rr " Nor 
should all branches of industry be protected in the same 
degree, it is only the most important that require Protec- 
tion 1 2 The importation of machinery should also be 
free until such time as the country is in a position to 
produce it for itself As to the height of the protective 
barrier. List says m one passage that when an industry 
cannot be established by means of an original protection 
of from forty to sixty per cent , and cannot continue to 
maintain itself under a continued protection of from 
twenty to thirty per cent , “ the fundamental conditions 
of manufacturing power are lacking " 3 It is also essential 
that the duties should be known in advance and main- 
tamed inviolably, and on this point he attacks Adam 
Smith, not without reason, on the ground of his (rathqr 
half-hearted) approval of retaliation — a principle which 
would lead, in List’s eyes, to "the most absurd and 
most ruinous measures,” consequent on the disturbing 
influence of duties imposed and again immediately 
removed 4 

It will be observed that, for List, Protection is stri ctly 
a tran sitional phase, vet there isl T strange c ontradiction 
Lcemed with IT^orld of 


wamng nations, and the List who appears almo st as a. 
prophet oi.the_ League of "Nations In the one case, he- 
proclaims the doctririeTfEar^' Germany must c are for 


1 Ibid , p 144 

* Ibid . pp 144-145 


* Ibid , p 251 
4 Ibid , pp 254-235 - 
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Germany, and Russia for Russia and urges that 
“ instead of hoping and waiting and expecting the 
Messiah of a future Free Trade, it would be better that 
the cosmopolitan spirit should be thrown into the fire " 1 
In this mood also, inspired by a love of the big battalions, 
List is a pan-Germanist, making it clear that Holland 
and Denmark must come within the German Bund, 2 
-elsewhere that Germany, with Holland, Belgium and 
Switzerland, should become a “ commercial and political 
whole," 3 and finding war itself beneficial, if it leads to 
Protection and the advancement of a state from the 
purely agricultural stage to the stage of manufactures 4 
Yet elsewhere, and doubtless with sincerity, he contem- 
pl ates in the by-no-means remote future, the'"unlon of 
alP nations, and indicates the forces making m that 
direcSoh fProfectiorf is indeed but the most efficient 
means of furthering such a union, and hence also of 
promoting frue' freedom of trade 5 It is of the highest 
interest in illuminating .List's position that IP his criticism 
of the mercantilist system, one of the reproaches he 
urges “against it (again doubtless with sincerity) is that 
" chiefly owing to its utterly ignoring the pnncipIeTbf 
■cosmopolitanism, it does not recognize the future union 
of all nations, the establishment of perpetual peace, and 
of universal freedom of trade, as the goal towards which 
all nations have to strive, and more and more to 
approach."* 


Von Thunen 


Despite laudable efforts, such as those of Dr. Spann, it 
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is hardly possible to regard Johann Heinnch von Thunen 1 
(1783-1850), the third of the present group, as having 
any great spintual kinship with Muller or List. He is 
indeed an economist by accident, because of his interes t 
in one problem which was every day before his eyesjis 
a practical agriculturalis t Also he was a man of a 
kindly heart who thought of his fellows, and was there- 
fore led to ]ot down his reflections on the social conditions 
of his humbler neighbours But it is fairly safe tn say 
that M uller^ would have b ored him t and he showed sjnall 
interests in the problems which exc ited List On the 
vexed quesfibiToTthe claims of nationality, he merely 
says that nations should cease to regard themselves as the 
" middle-point of the earth,” and recommends that they 
should take as their aim the well-being of humanity, 
adding a word in praise of England for having recently 
shown a disposition to follow this self-sacnficmg path 2 
One gets the impression that the political side of 
economics (fundamental with Muller and List) had little 
attraction for von Thunen He was a landowner, inter -1 
ested in his estates and his workmen on the estates, 
with a passionate hobby for keepmg accounts in the 
evemng 

Von Thunen's position in the development of economic 
theory is due to the work, Jo which he gav e the title of 
The Isolated state ( Der Isolierte Staat), a work for 
which the whole ot his life was in a sense the back- 
ground He acknowledges himself as the disciple of 
Adam Smith, but Smith, as he rightly says, had been 
confused on a number of points He had confounded 
profits and interest, he had not properly explained rent; 

1 Bom 1783, the son of a landed proprietor m Oldenberg, for 
at time a student at Gfittingen In 1810 he bought the estate 
of Tellow and remained there Died 1850 

1 Der Isolierte Stoat, p 514 (References to the edition in the 
Sammlung Sottalwtssenschafthcher Metster ) 
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on numerous other pomts he was " incomplete ” x His 
reverence for the master urged him to complete Smith’s 
doctnne The result is The Isolated State, a book which 
grew m the course of its author’s life 
The Isolated State is among the most remarkable (and 
one isTempTed~To add, most curious) books m economic 
literature, alike in form, method and substance I n its 
final form it is almost formless, an obvio us bringing 
fogetheFoTnotes, comments, and arithmetical _ examples, 
witfTEffle unity of sub'Ject~betwe'en the abstractions of 
the isolated state and the consideration' oFThe' social 
problem, which is jointly attacked by humanitarian 
aspirations and algebraic formulae 
It is m regard to its method that The Isolated State 
is most obviously original Von Thunen had a fresh 
mmd, not overburdened with the learning of others a 
premature engagement had snatched him betimes from 
the snares of excessive study and of the University of 
Gottingen The whole conception of the isolated state, 
with which his mind had amused itself from an early 
age, is highly abstract, and in a sense the kernel of von 
Thunen ’s work is concerned with unrealities The spirit 
of the mathematician hangs heavily on von Thunen 
On his first page he carefully sets out his " postulates " 
(Voraussetzungen) , followed immediately by a statement 
of the Aufgabe, the problem to be solved Euclid, as 
known to our younger days, would have smiled approval 
The postulates are, in short, a definition of the unrealities 
implicit m the isolated state Imagine a large town in 
the midst of a fruitful plain, traversed neither by 
navigable river nor canal, the plain consists of uniform 
soil capable of cultivation, ending in the remote distance 
in an unculbvated wilderness, there is to be no other 
town in the plain, so that the town supplies all the 
1 r btd , p 404 
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manufactures for the plain, and m return draws all its 
sustenance from the surrounding country. Such bemg 
assumed, there arises the question how the land will be 
tiled, and what effect greater or less distance from the 
town will exercise on agriculture 

An abstract unreal problem, it will be observed, yet, 
curiously, von Thunen contnves to make his discussion 
bristle with reality Indeed, it may be said that von 
Thunen and Ricardo, the two masters of the abstract 
method, knew, better than any other economist, what 
they were talking about Von Thunen had had practical 
expenence of farm management on his estate at Tellow, 
heaven knows how he had kept accounts His problem, 
being one solely of distance from the market, reduced 
itself ultimately into that of cost of transport, and jno 
onejiad evei known, so accurately as von Thunen, did, 
what everything on his es tate had cos t The isolated 
state, in fact, is built up on the expenence gained at 
Tellow, and the carefully studied accounts of years 
provide the concrete matenal from which conclusions are 
drawn. 

It requires little proof that in the unreal conditi ons 
postulated (which also inferentially exclude the existence 
of any main roads), cultivation w ill automatically, be 
arra nged m a senes of co ncentric circles r ound t he town, 
according to the cost of t ransport o f t he commodity _a nd 
th6 ratio In which its_ value stands to itsimnir and - weight 
BuFvon Thunen’s reputation does not depend on his 
■success in unveiling the obvious The order m which he 
arranges his six circles is in part in accordance with what 
might be expected, and in part somewhat surprising; 1 but 

1 Market-gardening, forestry, Frvchtwechselwtrthschaft, Kop- 
pelwirthschaft, Dreifelderwirthschaft, cattle (It is perhaps 
prudent not to translate words which can only be mistranslated ) 
Spann comments on the high place assigned to forestry, that its 
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in any case the actual conclusion on this point is unimpor- 
tant What is significant throughout is the use of a 
technique suggestive, and indeed in places an anticipation, 
of much later methods of approach Thus he points out 
that m the inner circle devoted to garden produce, milk 
must also be included, both by reason of cost of transport 
and perishability, and he goes on to explain that, accord- 
ingly, the price of milk must rise so high that the land 
devoted to the production of milk cannot be used more 
advantageously for any other product 1 After a careful 
analysis of the cost of transport (with due allowance for 
the maintenance of the horses on the journey) he presents 
a diminishing scale of values for gram at different distances 
from the town until, at a distance of 49 95 miles, the gram 
becomes valueless, and beyond this distance cultivation 
becomes impossible, even if the gram could be produced 
without cost 2 It is but a simple elaboration of this idea 
to amve at von Thunen's conception of rent, one of the 
pomts on which he was consciously acting as a corrective 
of Adam Smith A farm or estate [etn Gut) is always 
provided with buildings and other equipment which can 
be separated from the soil, the income which the farm 
yields does not therefore spring wholly from the soil, but 
is also m part mterest on capital sunk m these valuable 
objects That part which remams after deduction from 
the total income of what is represented by mterest on all 
capital sunk in objects which can be disassociated from 
the soil (and which thus belongs to the soil itself) is termed 
the rent of land, 8 and on this definition a negative 

relegation in practice to remote regions is largely due to the 
fact that forestry is assigned to places not suitable for other 
culture 

* Ibtd , p 13. 

» Ibtd , p 18 

* Ibtd , p *3 The test of " separability from the soil " {dts 
van Boden gttrennt w$rden kbnneti) obviously covers an 
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amount of rent is theoretically conceivable A considera- 
tion of the causes that determine the price of gram 
naturally leads to an explanation of the origin of rent 
In ordei to obtain the com it needs, the town must be 
prepared to pay a price which is sufficient to pay the cost 
of production and the cost of transport m the case of the 
most remote producer whose grain is required On this, 
von Thunen frames a general law (for the isolated state 
and reality) that ''~'the^>rrce~oT corn must be so high, that 
the rent of that farm whose cost of production and delivery 
is highest, whose cultivation is at the same time necessary 
for the satisfaction bf the demand for grain, shall not fall 
below gjejo 1,1 But, for the purchaser,* grain produced m 
the vicinity of the market is of equal value with that 
produced at a distance, and he is indifferent which of the 
two has cost most to bring to market “ What the 
producer in the neighbourhood of the town receives over 
and above what it costs him, is for him pure gam ", it is 
a gain, moreover, which is perpetual and yearly recurrent, 
so that the soil of his farm yields a yearly rent Hence 
we get the explanation of rent " The rent of a farm 
arises from the advantages which it possesses over the 
worst farm, whether m situation or soil, the production of 
which is necessary for the satisfaction of demand " 2 

It is obvious at what point von Thunen has amved, 
he has evolved the Ricardian theory of rent, t although 
primarily in terms of situation and distance from the 
market, and not, as in the case of Ricardo, m terms of 
quality 3 When he comes to discuss taxes on rent, it is 

ambiguity, does the interest on the cost of improvements not so 
separable fall within or without von ThQnen’s conception of rent? 

1 Ibtd , p 226 

* Ibtd , pp 229-230 

* The whole argument of The Isolated State postulates 
uniformity of soil, so that situation would be the only variable, 
yet von Thtlnen shows a disposition to speak of superiority in 
" Lage und Boden ” 
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obvious that he has very clear ideas as to what the con- 
ception involves If a portion of " land-rent " has to be 
surrendered to the State, this will, he says, in no way alter 
the form or the extension of agriculture The farms whose 
rent is near zero, will contribute very little to such a tax, 
and the most remote and the worst will nottbe affected 
Such a tax, therefore, could not detrimentally affect the 
extent of cultivation, the population, the application of 
capital, or the quantity of produce, indeed, if the whole 
of the rent were taken away by the tax, the cultivation of , 
the soil would remam as before 1 

In elaborating his theory of rent, von Thunen has in 
effect made use of the idea of the margin, and it is surpris- 
ing how, throughout his speculation, he anticipated the 
technique of the later margmalist school Thus, with 
regard to wages, he lays down the principle that on” an 
estate, beyftficTa certain pomt, each additional workeTwHl 
yield "a srEEfllSf addition to* the pToduiST , TM 6 “fwenty -second 
less than the twenty-first," the jwenty-fhmQ ess t han the 
twenty-seconcT and" so "on, and that the mcrease m the 
nfimber of workers" must therefore be contmued until 
the additional value yielded by the last worker is equal 
to the wage which he receives 2 Further, the wage which 
the last worker receives must act as the norm for all 
workers, since unequal remuneration cannot be made in 
respect of the same work * Here, undisguised, is the 
theory of the marginal productivity of labour So agam, 
m discussing the relation of mter est and wages, he^ 
emphasizes " the diminishing "effectivenSss of capital ' ’ Tnj 
a wholly modem manner. By means of a lengthy table, 

such as von Thunen delights in, he shows that capital, as 

it increases m amount, can only findTesTprofifaBTe outlets, i 

and that at each stage of its mcrease, competition will 

force down the rate of interest to that which the least 

1 Ibid . p 346 * Ibid , pp 415-416. • Ibid , p. 577. 


MULLER, LIST AND VON THUNEN 245 

profi table OD,e am&_£a n afford to pay . Consequently, 
interest (the rent which capital yiejasj is determined by 
fee yiel d ot t he last p ortion of capital applied, ana it Is 
notable tha t m determining tne rate 61 interest “Von 
Thunen regards ~the~successive Increments” of capital as 
b emg infinitely small 1 “ ' — " 

Even a bnef notice of von Thunen would be mcomplete 
without reference to an aspect of his writings which is 
somewhat remote from the abstract isolated state He 
was troubled by the condition of the worker and the 
lowness of his wages, and he sought for something more 
satisfying than he could find in the pages of Ricardo. In 
a section “ on the lot of the workers," incorporated in the 
second part of The Isolated State, he gives expression to 
what he calls ** a dream of grave substance " a It is a 
great evil, he says, that the most numerous class, that of 
the common hand-worker, is unrepresented m the State 
The reward of the hand-worker is disproportionately low 
compared with that of those who conduct industry, and 
there is no remedy by transference from one class to the 
other, because of the absence of “school-knowledge," 
which the worker cannot afford for his children owing to 
his low wage These low wages, again, are due to the 
fact that, by reason of early mamages, the supply of 
workers is always greater than the demand To remedy 
this, nothing short of a change in the character of the 
people is required, and von Thunen pleads for greater 
prevision, postponement of mamage and better education, 
from all of which such astomshmg results are anticipated, 
that even the word Paradxes does not appear out of place 

Viewed apart from this dream, there are two^ aspe cts 

1 Ibtd , pp 496, 498, 558 " Es folgt hieraus dass wir da» 

zuletzt entstandene und angelegte Kapitalteilchen, durch dessen 
Nutzung der Zmsfuss bestimmt werden soil, sehr klein— genau 
genommen, unendhch klem — annehmen mflssen ** 

* Ibtd , p 440 
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'of the wage-problem with which von Thunen grapples: 

, firstly, why cannot wages rise so as to absorb the rent 
I which the owner draws without labour? Secondly, is the 
low rate of wages founded in the nature of things, and 
/thus m accordance with the will of Providence, or is the 
( present position the result of force and oppression? On 
the fi rst point vo n Thunen traces , in the most approved 
manner, t^f&ts.,oEO§feJ?i^wagea, V-aL.thfejnargm 
of culhva^Qfl^jaLb.eje the soil gives no rent,” 1 leadmg 
ultimately to a drawing-in of the margin of cultivation 
towards the to wJL. with displacement of labour and 
subsequent depression of wages On the problem of the 
h ue rate of wages, von Thunen raiKSr 'lfetlfl s lo provide 
one of the curiosities of economic literature He points 
out ~ tlRrrw pr mu st comprise' Two constituent parts* 
(l7" whaFtEe worker must expend for his maintenance in 
order to" remain efficien t, and ( 2 ) what He receiygsjis a 
reward TorTus exertion? so that Roscher hails him as one 
oFfheJearliesf fo vTe'w wages as something more than the 
price of a commodity, " labour ” But beyond this, his I 
contribudohTo the1treory J bf wages is somewhat bizarre I 
In the pursuit of a natural and a just rate of wages, von 
Thunen proves, with a vast display of mathematical 
formulae, and indeed along various lines, that the true 
formula for wages is represented by y/ap, where a 
represents subsistence, and p the productivity of the 
worker The proof, such as it is, rests on assumptions 
which are unreal, and the very celebrated formula cannot 
therefore be regarded as more than a symbol of the view 
that the worker should share in the prosperity which he 
produces In practice, von Thunen would appear to have 

1 It is perhaps worthy of notice that von Thtlnen uses the 
word " Grenze," now irremediably consecrated '* An der 
Grenze der kultivierten Ebene des isolierten Staats, wo der 
Boden kerne Rente gibt " (ibid , p 463) 

* Ihid t> Ann 
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introduced a kind of profit-sharing scheme on his estate, 1 
which doubtless represented a distant obeisance to «/*/>. 
Von Thunen himself, however, regarded the formula as 
his crowning achievement, and desired that it should be 
inscribed on his tombstone — a medium of publication 
in which strictness of proof is seldom exacted 



CHAPTER IX 


THE OPTIMISTS . CAREY AND BASTIAT 

It has been seen that classical Political Economy, as 
represented by Malthus and Ricardo, tended to certain 
pessimistic conclusions, above all m the inferences to be 
drawn from the Law of Rent, based on a Law of 
Diminishing Returns, and from the so-called Principle of 
Population, especially if this latter be carelessly appre- 
hended Moreover, apart from the disconcerting vision 
of a future m which an increasing proportion of the world’s 
produce would be diverted to an idle class, in which for 
an ever-increasing number there would be "no place at 
Nature’s feast," it is to be noted that the classical school 
tended to a system of disharmonies and conflict Even if 
outward peace might be preserved, there was at the heart 
of things incompatibility of interest 

Carey 

The reaction to a more optimistic view of things is 
primarily and most conveniently represented by Henry 
Charles Carey 1 (1793-1879), who indeed was at one time 

1 Born in Philadelphia m 1793, the son of an Irish emigrant 
who had become a successful publisher Carey succeeded to the 
business, but retired while still young (1835), and devoted the 
rest of his life to producing economic literature Few authors 
surely can have written quite so much His larger works cover 
some thirteen volumes, and his pamphlets are at least fifty-seven 
in number, not all of which are mercifully small His chief 
works are Essay on the Rate of Wages, Principles of Political 
Economy (three volumes), The Past, the Present and the Future, 
Harmony of Interests, and The Principles of Social Science (three 
very large volumes) 
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regarded as the representative of a peculiarly American 
Political Economy In his time he exercised great 
influence, though less so m this country than in America 
and on the Continent, for us, at least, he has now faded 
into comparative insignificance, cursed by his own 
voluminousness and repetitiveness, and, it must be added, 
by a rather naive foolishness But to the persevering and 
buoyant reader he is not without interest He had ideas 
which are not wholly unjust, he is, above all, the supreme 
example of the truth that the economist reflects his 
environment Moreover, there is always profit in 
reconsidering an author who, like Carey, has continued 
to rank higher elsewhere than with us While others may 
have been more than generous, we may have been less 
than just 

The central pomt in Carey’s theorizing is probably most 
conveniently found m his theory of value 1 Labour is, 
for him, the sole cause of value, but Carey’s labour theory 
of value has variations which lead to his peculiar con- 
clusions I n the earliest Robmson Crusoe stag e of 
economy (to'whiclfCarey is much addicted) a rticles w ill 
be measured or exchanged in propor tion to the labou r 
required, but with the appearance ot capitaTon the scene, a 
change is effected in all existing values, and thmgs will now 
exchange m accordance with their cost of reproduction 
But with the progress of humanity, this cost of reproduc- 
tion steadily falls, and there is thus a steady decline in the 
value of all existing capital Value, m Carey's ratherl 
peculiar phrase, is an " estimate of the resistance to bej 
overcome before we can enter upon the possession of tha 
thing desired ” It follows from this that, as labour aided' 
by capital is superior in quality, the exchange value of 
labour expressed in commodities will constantly increase, 

1 Principles of Political Economy, Vol I, chap 2, especially 
pp 19-20 
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while at the same time existing capital will experience a 
corresponding decline m values, expressed in labour, since 
at each stage its value is limited by its cost of reproduc- 
tion, which by hypothesis is constantly falling. Moreover, 
not only is the labour value of all previously existing 
machinery constantly declining, but Carey also shows, by 
reasoning which is by no means impeccable, that there is 
likewise a diminution m the proportion of the product of 
labour that can be demanded for granting the use of it 
The p osition of the lab ourer, that is to say, i s const antly 
improving, the capit a h a t' s r e w ard tends to increase 
absolutely, but it is a diminishing p r oportion of an 
increasing product 1 

Carey extends the sphere of his harmony by entirely 
identifying land with other forms of capital, and thus 
eliminating rent as a separate category He held that 
" capital m land differs in no respect from that mvested 
m other machinery, that rent is only interest for capital 
invested, and that the value of all landed property is due, 
like that of all gifts of Nature existing in unlimited 
quantity, solely to the labour employed in its appropria- 
tion and improvement ” 2 The analogy with other forms 
of capital also holds inasmuch as with the progress of 
society, later farms are brought under cultivation at less 
cost, so that here also the cost of reproduction is constantly 
1 falling This is proved by the fact that land invariably 
Isells at less than its cost of subjugation, which sufficiently 
refutes the Ricardian assumption that a payment is made 
(for the " original and indestructible powers " of the soil 
These last, in fact, have no existence 

It will be observed that Carey’s views are the expression 
of a belief m the progress, and indeed the indefinite 
progress, of society Everywhere he reflects the spacious 

1 Social Science, Vol I, p 158, Vol III p 133 

• Political Economy, Vol I, pp 129-130 
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days of the early settler, when every new man added to 
the primitive community represented a fresh ally in the 
struggle against Nature. It is characteristic of Carey 
that, like Muller, though with a different emphasis, he 
makes association the fundamental need of man “ The 
first and great desire of man is that of association with his 
fellow men, and it is so because he feels that improvement 
of his condition, physical, moral, mental and political, is 
its uniform accompaniment " l The development and 
growing strength of the early community m which " the 
carpenter comes to exchange his labour for food," or the 
farmer rejoices m the arrival of the blacksmith, furnish, 
m his writings, a constantly recurring idyllic picture 
Thus, viewing life from the point of view of a settler in 
a new country, Carey is led to deny, and mdeed with 
vituperation and abuse, t he Law of Diminishing Re turns 
(and with it the RicardianTTavToF Rent), as also the 
Malthusian Principle of Population Ricardo , ET~saysl- 
and itls a sign ificant sent eTTc&L-I" had jnever witnessed as 
at the moment we do from the window at which we wnte, 
the progress of a new settlement " In his restatement 
of Ricardo’s theory, the whole doctnne is represented as 
resting on the proposition that in the commencement of 
cultivation, the best soils alone are cultivated *' That 
fact exists, or it does not If it has no existence, the 
(Ricardian) system falls to the ground ” Accordingly a 
very large part of Carey is taken up with a wide inductive 
survey tending to prove, and with success, that the order 
of cultivation is the reverse of that which he regards as 
the essential basis of Ricardo's theory It is the inferior 
soil that is first cultivated, and it is first cultivated because 
it is less cumbered with vegetation and therefore more 
manageable in the earlier stages It is only with increased 
power and with association that a descent is made from 

* Harmony of Interests, p 52 
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the hill-sides to the richer valleys " We know of no 
exception to this rule, and we feel assured that none 
exists or can exist." 1 * In accordance with his ldenhfica- 
jtioD of land with other forms of capital, " the earth," for 
Carey, " is a great machine given to man to be fashioned 
to his purpose,” but it is of the essence of all progress 
that man everywhere begins with the worst and proceeds 
to the best First of all there are axes of stone, then of 
iron and lastly of steel It is only m regard to the 
machinery for obtaining food, if we accept Ricardo’9 
' theory, that man begins with the best and proceeds to the 
worst 3 

It may be conceded that as a matter of historical 
investigation, Carey amply establishes his point regarding 
the order of settlement There are, however, two obvious 
comments In the first place, despite Carey's dogmatism, 
/Ricardo’s theory in no wise postulates a historical progress 
[from the best soils in the beginnings of cultivation to 
inferior soils later Ricardo was concerned with com- 
parative fertility at any given time That, for a time, 
there may be increasing returns in agriculture, that the 
more fertile soils at one time may be less fertile later, 
would have left Ricardo cold In his voluminous 
criticisms of Ricardo, Carey proves primarily that he 
had failed to understand what Ricardo meant, just as 
■elsewhere he manifests a similar lack of comprehension 
with regard to Malthus But Carey's work is not in vain. 
Apart from the historical interest of his researches, he has 
doubtless compelled a more careful statement of the Law 
of Diminishing Returns by necessitating emphasis on these 
blessed words* "beyond a certain pomt " The other 
aspect provoking comment is the obvious fallacy involved 
«n the constantly recurring analogy of the stone, the iron 

1 The Past, the Present and the Future, pp ai-39 

* Political Economy, Vol I, p 2 S 
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and the steel axe, as typifying progress from inferior to 
superior instruments In the first place, when men 
advance beyond the stone axe, the stone axe is scrapped 
Not so with the inferior land first cultivated, even if 
temporarily abandoned, it is kept in reserve And 
secondly, when, if ever, the human race, made strong by 
association, has gone down into the valleys everywhere, 
there will obviously be no more valleys to descend, no 
lands of still higher fertility to cultivate, and the only 
course will be to return to what may have been tempor- 
arily abandoned In short, with regard to machinery the 
human race tends to restrict itself to the best known at 
any time, so that the instruments in use tend to be of 
uniform efficiency It is quite otherwise m land, where 
“ instruments " of different efficiency are necessanly used 
simultaneously, and herein lies the whole of the Ricardian 
theory of rent 

But these things do not trouble Carey, for to him the 
world is limitless, nor is there any obstacle to the constant 
progression of increasing returns in agriculture And 
indeed, greatly daring, he has the courage to say so- 
expressly " There is now, and always has been, an 
abundance of unoccupied land”, there is an almost 
infinite extent of soil capable of yielding food ” which 
yet remains unoccupied and unproductive The earth 
is the great labour savings bank, the only bank ” whose 
dividends are perpetually increasing while its capital is 
perpetually doubling,” and it will continue to do so for 
ever, provided it receives back the refuse of its produce 
— a point of importance in connection with Carey’s- 
protectionist views In short, agriculture is the only 
field " in which an almost unlimited amount of labour 
and capital might be employed at a constantly increas- 
ing rate of return ”* 

‘eg, The Past, the Present and the Future, pp 77, 99. 
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These considerations, in themselves, indicate in part 
the nature of Carey's reply to Malthus It is fundamental 
to his doctrine that under_patnral rnndit ions, and unless 
| prevented by disturbing causes, capital will tend to 
increase more rapidly than population 1 This merely 
reflects the virtue of association and the increasing power 
of numbers over the forces of Nature, when “ each suc- 
cessive addition to the population brings a consumer and 
a producer," 2 when the first early settlement, poor by 
reason of the paucity of its numbers, advances in 
efficiency and the power to produce wealth with each 
accession All this is true Men cannot hve alone, and 
when population is sparse, the first condition of an 
increase of welfare is an increase of population But 
beyond this caveat, perfectly justifiable in view of the 
conditions of America m the early nmeteenth century, 
Carey advances to a jumble of cunous arguments against 
Malthus The one which weighed most with him is 
theological m origin, for whereas God had said: "Be 
fruitful and multiply," the modem school of Political 
Economy says " Be not fruitful; do not multiply " 
" It prescribes disobedience to the earliest of God's 
commands, it ascribes poverty and wretchedness to the 
erroneous arrangements of the Deity " 3 In a curiously 
confused criticism of Malthus, he points out that the 
Malthusian theory inverts the true order of things 4 It 
is when population increases that food is abundant 
Again, on the Malthusian theory when the Malthusian 
checks are operative, food ought to be most redundant; 
but dunng war there is distress* “Peace comes— the 
remedy is withdrawn — and capital begins again to 

1 Wages, p 8 1 

* Harmony j>f Interests, p 86 

* Harmony of Interests, p 201, Wages, p 33a 

* Wages p 244 
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increase ” 1 Put tersely " Is war required to correct 
an error of the Creator, or has the Creator Himself 
provided the corrective required for removmg the effects 
of human error? ” 2 All this is to betray a naive mis- 
understanding of Malthus, but Carey m crusading against 1 
Malthus is largely inspired by a desire to justify the 
ways of God to man, and his arguments directed to that 
end have a childlike simplicity distantly reminiscent 
of Fourier 

One other argument, m itself inexpressibly foolish, 
which nevertheless has done good service in its time, 
finds its highest expression in Carey, and might also have 
been to the liking of Fourier Even if man has a 
tendency to increase in a geometrical progression, is he 
not for his sustenance dependent on lower animals and, 
vegetables, and do they not manifest a similar tendency 
to increase m a geometncal ratio? But Carey would 
have us believe that the situation is even more com- 
forting for man than this general reflection would 
indicate Men, the devourers, and rabbits, the devoured, 
may alike tend to increase geometrically, but it is 
notorious that rabbits are the more potent multipliers 
The increase in numbers is everywhere, he holds, in the! 
inverse ratio of development, as the riddle used to putj 
it, “ the higher, the fewer ” But on the Malthusian 
doctrine, when we come to man, “ we learn the exis- 
tence of a new and greater law, in virtue of which man 
increases m a geometncal ratio, while the mcrease of 
hemngs, rabbits, oysters, potatoes, turnips and all other 
commodities required for his use is limited to the 
arithmetical one' ” 3 Elsewhere he tells us that “rapid 
as has been the growth of Amencan population, that of 

1 Political Economy, Vol III, p 54. 

* Social Science, Vol III, p 270 

* Social Science, Vol I, p 92 
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the supply of oysters has been far more so ”* On 
Carey’s philosophy, the obvious remedy for unemploy- 
ment is for the unemployed to take to the breeding of 
rabbits, or still better the cultivation of oysters 

Equally deserving of note, if only as a curiosity, is 
the argument which centres in carbonic acid With 
progress and advancing civilization, the larger lower 
animals die out, with a consequent disturbance of the 
supply of carbonic acid necessary for the maintenance 
of plant life Hence, if only as producers of carbonic 
acid, there is need for more men to compensate for the 
extirpation of their larger but lower fellow-creatures 
Men must breathe more, if lions breathe less This is 
but another example of the “ beauty of all natural 
arrangements ” 1 2 

In themselves such arguments are not sufficient to lay 
the Malthusian devil, and Carey realizes it In his early 
writings he admitted that the time might come when 
“ there will not be even standing room," but he is 
content to " leave that distant future to the benevolent 
care of the Deity ” 3 There is no immediate necessity 
for becoming idle, intemperate and profligate with a view 
to increasing the supply of food He admits, at this 
stage, that possibly, and even probably, the world will 
some day be over-peopled, " but we must leave it to our 
successors to adopt the remedies whenever they shall 
see cause to believe that they will thereby improve their 
condition " 4 

Nevertheless, to an apostle of harmony, such a post- 
ponement of trouble to a future, however remote, could 
not be satisfactory, and in his final statement he admits 

1 Social Science, Vol III, p 351 

* Social Science, Vol III, pp 319-320 

* The Past, the Present and the Future, pp 77 

* Political Economy, Vol III, p 91 
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that if, as he puts it, " the procreative tendency is a 
positive quantity," slavery will be the ultimate condition 
of the great mass of the race, and man will ultimately 
be subdued by Nature 1 To meet this difficulty, there 
is one obvious method of argument If it can be proved 
that the procreative power is not constant, but is in fact 
a variable quantity, it will be possible to re-establish the 
harmony so dear to Carey’s heart Such, m fact, is 
Carey’s line of argument He cites (although there is 
much unconscious Malthusianism mixed up with the 
argument) many instances of variable procreative power, 
and advances the general argument that there is a relation- 
ship between the nervous and the reproductive powers 2 
As energy is diverted from the muscular to the nervous 
system, so will the ratio of procreation diminish Sterility 
goes with mental eminence, and as the race progresses 
there will be a natural diminution in the rate of increase 
Thus harmony is agam established, the Malthusian 
checks become superfluous, because there is a divine, 
self-adjusting mechanism which will temper the flow of 
population 

Carey is usually regarded as being the twin-exponent 
of Protection, alongside List But indeed his Protection 
is of a most unscientific kind, springing from instinct 
rather than from reason It is not for him to pursue 
the intricacies of the incidence of import duties His 
protectionism, when it comes, is again the natural ejacu- 
lation of a backwoodsman, girding at his primitive 
environment At the outset Carey was an orthodox 
free-trader, regarding Protection as a device " to frustrate 
the beneficent designs of the Deity,” 3 but with his 
growing appreciation of the advantages of association, 

* Social Science, Vol III, p *65 

* Social Science, Vol III, p 299 

* Wages, p 14 

I 
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he became rapidly and somewhat foolishly protectionist 
Here Carey's fundamental idea, from which all others 
radiate, is the importance of bringing the producer and the 
consumer into close proximity, thus Protection represents 
an ins tinctive effort to obtain that combination which 
elsewhere he so fervently lauds With Carey there are 
no half-lights “ Protection is nght or wrong Free 
Trade is nght or wrong Half-way measures are 
always wrong M1 

Another idea constantly recurs m Carey, so that it 
almost acquires the importance of an i dee mere It is 

) his own peculiar distinction between commerce and 
trade Commerce is the natural interchange between 
members of a community and is blessed, trade is the 
carrying of things to far countnes and is accursed 
Epigrammatically put, the followers of commerce desire 
to effect exchanges with their fellow-men, those engaged 
in trade desire to effect exchanges for them 1 2 
Carey’s protectionism, then, is largely summed up in 
his proposition that " the _Just-an4 heavies t tax to be 
p aid by land and labour is that of transportation,^ and 
m a ph fase^of~wHIch he. never wearies, he desires to 
eliminate this tax by bringing “ the lopm and the anvil 
to take tfielf "natural places by the Side of the. plough and 
the harrow ” Most of his arguments, indeed, are but 
vanatftS'of this fundamental contention that “ the object 
of Protection is t hat of dim inish ing the distancp^amr the 
wa ste between the~producer an d the consumer,* * that it 
is no more than an lnstmctive-effort-to-attain- combina- 
tion 3 Some of the variations of the theme, however, 
anfmterestmg, and others not unamusmg Protection 
promotes concentration, Free Trade dispersion Protec- 

1 Harmony of Interests, p 67 

* Social Science, Vol III, p 44 

• Harmony of Interests, pp 52, ioi, etc 
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tion is competition for the purchase o f labour, Free 
TradcTfor jh e sate "gf~Tabbur As war is "encouraged if 
men arecheap , "“Free "Trade encourages war Free 1 
Trade, again, stands for distant markets, Protection for 
the home market, but those who seek distant markets 1 
are separated from their wives and children, spend much 
time on the road and in taverns, and are thus liable to 
be led into dissipation Free Trade thus stands for the 
dissipation of the tavern. Protection for the blessedness 
of the home But these, and other striking pomts, are 
perhaps but the embroidery of the argument 1 
But there is one subsidiary argument of a different 
character The unprotected country which is restricted! 
to agnculture is in effect selling its own soil The! 
principle of returning waste products to the soil as a 
condition of the land playing its part in yielding ever- 
mcreasing returns exercised a curious fascination over 
Carey’s mind, and it involves as a consequence that the 
place of consumption must be sufficiently near to enable 
the earth to get back its own 2 Thus we arrive at a ] 
further conclusion, suggestive of List, that "manufac-' 
tures always precede, and never follow, the creation of 1 
a real agnculture In the absence of the former, all] 
attempts at cultivation are limited to the work of tearing 1 
out and exporting the soil m the form of rude products ” s 
The reader who desires economic comment on this 
argument will find it m its appropnate place (Book V, 
chap 10) in John Stuart Mill, who apparently thought 
it worthy of his heaviest artillery . 

Despite a certain tendency to foolishness, 4 Carey is 

1 Harmony of Interests, pp 193, 202, 209, etc 
• Social Science, Vol I, p 273 
1 Social Science, Vol III, p 333 

4 '* Truth being simple, simple ideas are generally true ” is 
one of Carey’s favourite aphoristic observations It is hardly a 
promising foundation-stone for any system of thought 
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bn important figure in the development of economic 
(doctrine He represents primarily a reaction against the 
pessimism of the classical school His theory of value, 
resting on the idea of constant depreciation of existing 
wealth consequent on progress, was designed to prove 
the ultimate harmony of all things There is " a perfect 
harmony of real and true interests among the various 
classes of mankind 1,1 — an idea to reappear in Bastiat 
This is his central doctrine, but it is naturally buttressed 
by vigorous attacks on the two chief sources of classical 
pessimism, the Law of Diminishing Returns and the 
Principle of Population Much of his criticism has at 
least the minor merit of compelling m others a greater 
fastidiousness of statement, if only in order to avoid being 
misunderstood and misrepresented by the Careys of this 
world His glanng and most obvious defect is that for 
which he reproached others, that he is, namely, so 
restricted and limited by his environment He is patheti- 
cally the economist of the earliest stage of colonization, 
imbued with a touching faith that there will always be 
wild waste places, that there will always be room, and 
that men will never have cause to fear the stinginess of 
the earth or the embarrassing fecundity of women 

Bastiat 

Time has perhaps hardly been kind to Frederic 
Bastiat 1 2 (1801-1850), yet he deserves a place among the 

1 Social Science, Vol III, p 113 

* Born at Mugron, near Bayonne, in 1801, and lived obscurely 
on his farm until 1844, though influential in the intellectual 
and public life of his area Thereafter accident and the Free 
Trade cau^e revealed his supreme journalistic powers, and he 
entered a larger life He was a member of the Assemble Con- 
stituante m 1848, and of the Assemble Legislative in 1849 
His last six years were years of exhaustive labour, and he seems 
to have died of overwork (at Rome) in 1850 
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landmarks His curse was that he was pre-eminently 
an espnt vulgansateur in the convenient French phrase 
Not the least remarkable feature in Bastiat’s career is 
the fact that he began to write so late in life, and, since 
he died young, his very considerable literary output was 
the result of about five years’ feverish activity Primarily, 
Bastut was a journalist, not using the word with any 
highbrow condescension, but merely implying its literal 
sense, that he was a man who served the needs of the 
day And as a journalist Bastiat has had few equals 
No one has ever been quite so skilful in making the case 
of his antagonist look extremely foolish Even now his 
most ephemeral work remains a joy to read, by reason 
of its wit, its merciless satire and the neatness wherewith 
he pinks his opponents 

Bastiat, being a journalist, was, however, never able 
to remove himself from the controversies of the day, 
and his very skill in scoring off others has created a 
posthumous suspicion that, if not exactly a quack in 
the austere eyes of science, his was at least a shallow, 
if an agile, mind Bastiat was moved to write by two 
of the most seductive (because inexhaustible) and most 
enduring of journalist topics — the Free Trade and P ro- 
tectionist controversy, and the eternal dispute concerning 
S ocialism His~ objection to Protection is fundamentally 
the same as that which he urges against Socialism, they 
are both devices of exploitation The manufacturer who 
cannot make a profit invokes Protection, whereby the 
State will guarantee him a profit at other people’s! 
expense, so likewise Socialism involves a denial of 
individual responsibility Thus, in one of his most 
amusing skits, 1 he amves at his definition of the £ tate 
as "Hm- grp-a t figtjpflj by m eans of w h ich ever ybody 
contrives to live at the expense of everybody else ” It 

— ~ TJJeQ 



262 DEVELOPMENT OF ECONOMIC DOCTRINE 


is true that it is a rather crude Protection against which 
he tilts, just as there is not much subtlety in the Socialism 
against which he inveighs, but how effective his satire 
can be, is seen m the immortal petition of the candle- 
makers against the competition of the sun, or in the less 
well-known proposal to renounce the use of the right 
hand with a view to the attainment of greater wealth, 
based on the following train of reason mg. " The more one 
works, the richer one is, the greater the obstacles to be 
overcome, the more one has to work, therefore the greater 
the obstacles to be overcome, the ncher one is ' ’ Perhaps 
it is all slightly puenle, and his reputation as a senous 
writer has doubtless suffered from the faint aroma of the 
very junior class-room which hangs about his fables and 
his allegories Nevertheless, the cause is fortunate which 
enhsts the services of a Bastiat 

| The assault on Protection and on Socialism represents 
[the negative, destructive side of Bastiat, and it is seen 
at its best in The Economic Sophisms Before his death, 
he embarked on a more ambitious statement of the 
positive side of his doctrine, of which, however, only one 
volume appeared The title of this work, Economic 
H Harmonies , sums up the essence of Bastiat He had 
Attacked Protection and Socialism because they repre- 
sented an unnatural organization of society — each of 
Ahem devices whereby certain people could sponge on 
others Himself an orthodox laissez-faire economist, he 
was troubled by the inferences drawn from the teaching 
of Smith, Ricardo and Malthus, pointing to an ultimate 
antagonism of interests As becomes an obdurate believer 
in liberty, he harks back to something hke a natural 
order of society, and speaks reverentially of " les grandes 
lois providentielles ” But where are we, if these great 
providential laws precipitate society towards evil, as the 
doctrines of Ricardo and Malthus would seem to 
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indicate? 1 Bastiat, however, cannot accept the view 
that the various economic laws (as of rent, of popula- 
tion and of value) are silently thrusting society towards 
injustice and inequality Herein lies the significance of 
Bastiat, regarded as something more than a crusader in 
current controversy A non-interventionist to the finger- 
tips, he sets out to prove that under the reign of liberty, 
so far from there being antagonism at the centre of thmgs, 
there is complete harmony of all legitimate interests 

The essence of his doctnne is found in a rather peculiar 
view of value, and m a rigid distinction between value 
and utility 2 Utilities are of two kinds, there are, 
firstly, those that are accorded gratuitously by Providence, 
and there are those which are bought by our own efforts 
Now the whole essence of progress consists m making 
proportionately more use of the former than of the latter 
class, so that a continual process is going on whereby 
onerous utilities are displaced by gratuitous utilities 
Turning to the idea of utility, Bastiat seeks to evade 
difficulties by linking up the conception with that of a 
service “ To accomplish an effort m order to satisfy 
the needs of another is to render him a service ” Ser- 
vices are exchanged against services, and when exchange 
is free, the services which are exchanged are equivalent 
in value There, then, we have “value”, it consists 
in the comparative appreciation of reciprocal services, 
or, more briefly, it is " the relation of two services 
exchanged ” — a phrase which covers as miry a bog as 
any other definition To introduce the optimistic tinge, 
it must be remembered that, on this interpretation, the 

1 See the address A la Jeunesse Franfaise prefixed to the 
Harmonies Economtques 

* For a first approach, the most important chapters in the 
Harmonies Economiques are- Chapter 2, *' Besoms, Efforts, 
Satisfactions ”, chapter 3, " Des Besoms de l'Homme ”, chapter 5, 
” De la Valeur ” 
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free gifts of Nature have no value The essence of value 
lying in human service, it follows that where no service 
is rendered or received, there can be no value Thus 
utility springs from the collaboration of two agencies, 
which we may call Nature and man’s efforts The former 
is gratuitous, the latter alone carries value But, as has 
been seen, the meaning of progress and invention is that 
Nature is constrained to render a more efficacious assis- 
tance Thus utility tends to become more and more 
gratuitous (smce the gifts of Nature are gratuitous) while 
value, which corresponds to man’s share in the proceed- 
ings, tends to fall relatively to the utility While value 
rests in the service, and not in the " materiality,” it may 
nevertheless be transferred from the service to the 
product, and in a sense be incorporated therein, but even 
when so incorporated in the product, it remains subject to 
all the hazards which might befall the service itself If 
the service goes down in value, so will the value which 
has temporarily been incorporated m the product associ- 
ated with that service 

But this, assuming progress, is what must normally 
happen By continually making greater use of the 
gratuitous gifts of Nature, everything should cost less 
effort to make in future than it does to-day Utility may 
remain unimpaired, but capital tends to depreciate In 
[the exchange of present labour against past labour, the 
advantage will always lie on the side of present labour 
The workers, therefore, freed from the nightmare of the 
ilron Law of Wages, may look forward to a rosy future 

So also, Bastiat undertakes the defence of the landed 
interests Land is not immune from the general law 
of slow depreciation With Carey, he holds that the 
payment for land is not m respect of a gratuitous gift 
of Nature, it represents payment for past services in 
'draining, fencing and all the rest of it, and as all these 
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operations become easier, so the value of land must fall 1 
Thus rent is likewise a legitimate payment for services 
rendered in the past Nor is capital overlooked in 
Bastiat’s bounty It is not merely that he defended 
with the utmost vigour the legitimacy of interest, but he 
further proved, to his own satisfaction, that the progress 
of labour to a better position would be m no wise 
bought at the expense of the capitalist’s reward The| 
capitalist’s share might decline proportionately, but it 
would increase absolutely In all this there is much of 
that other optimist, Carey, whom indeed Bastiat has been 
accused of plagiarizing Even m his more serious work 
he can hardly escape the charge of special pleading, and 
of being unduly influenced by the case he desires to 
make He would have the reader believe that he 
is not blind to the imperfections of this world but a 
perusal of the Economic Harmonies leaves the impres- 
sion that, if only there be enough liberty, everything in 
the economic garden will be increasingly more and 
more beautiful. 



CHAPTER X 


THE CLASSICAL TRADITION SAY, SENIOR, 

J S MILL AND CAIRNES 

The later development of the orthodox school of Political 
Economy (meanmg thereby those writers who accepted m 
the mam the body of doctrine which had been formulated 
by Adam Smith, Malthus and Ricardo) hardly calls for any 
detailed discussion in such a broad outline as this Theirs 
was, in the mam, a work of elaboration and systematiza- 
tion, yet not a few of them succeeded m emphasizing a 
point or, after much labour, gave birth to a phrase or an 
idea which long survived It may be permissible to lump 
together in this chapter a few of these writers, some of 
whom are of considerable importance in themselves, yet 
for our purposes are necessarily less important than those 
who founded a tradition or opened up a new line of 
thought 


Say 

Among these, pride of place, or at least priority of time, 
may be assigned to Te am Bap t iste S ay 1 (1767-1832), who 
later has tended to suffer theneglect which is so often the 

1 Born in 1767 at Lyons, at first in business After various 
ups and downs, and more experience of business, be occupied 
a Chair of Political Economy at the Conservatoire des Arts et 
M6tiers, and later for a short time at the College de France In 
addition to the Tratti d'Economie Poltttque (1803), he also 
wrote a Cours Complet d'Bconomte Poltttque Prattque (1828- 
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Nemesis of overestimation by one's contemporaries. It is 
perhaps true that primarily his great achievement was to 
interpret to the French people and to the world the work 
of Adam Smith In the most interesting preliminary 
discourse prefixed to his treatise of Political Economy, 
he alternates between high appreciation of the work of 
Smith and somewhat scathing remarks upon his method 
or lack of method m the presentation of his arguments 
" The work of Smi th," he says ui^ an often quoted 
passage, " is onlylt confused~assemblage of the soundest 
pri nciples "of^Po Etical Economy . supported by luminous 
ex amples and by the mos t cunous n otions of statistics, 
mi ngled w ith instructive reflections, but it is a complete 
tr eatise n either' of the one nor of the other, his book is a 
va st chao s of just ideas, jumbled with positive know- 
ledgiT"^ There - S' some Lruth in the criticism, and 
Ricardo likewise, as has been seen, had been a most 
disorderly writer It was Say's mission t o put a n end to 
th is vast chaos, to bnEgforder and method into the state- 
mentof economic principles, also to " render the doctnne 
p opular / ' that Is to say, to write a book which would be 
comprehended not merely by the expert 

In both respects he achieved an astounding success 
He had a very clear idea of what Political Economy 
should be Like other exact scienc es (for such he claimed 
it to be), it consisted of a small^ number of fundamental 
principles, and jof a' Targe numbpr ojT corollaries and 
consequencesof these principles 1 2 T hese p rinciples are 
derived from'lhe'hature of things quite as su re ly a s are 
the lawTof~fKe ~pftygfcaI'^ world ~ The sta ge i s thus set for 
th e treaUnenThT ecdhomics as ji science, and in the title- 
pa ge we have cons ecrated the triple division into produc- 
tio n, distribution ah d~~eonsurhptio n of w ealth— exchange 

1 Traiti d’Sconomte Politique, Vol I, p 16-17. 

* Ibid , p 17 
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a t this stage being quite soundly regarded as a mere step 
under the first head o f the t rilogy So also., l and, la bour 
and cap!far(wTtir the entrepreneur looming large), and the 
corresponding revenues due to these productive agents, 
provide the framework of Say’s exposition " The shadow 
of Say does indeed he heavily across the text-books of the 
nineteenth (and perhaps the twentieth) century 

He was equally successful in his other main object, that 
of rendering the subject “ popular,” in the sense explained 
by him Sayjiad jin orderly mm d, a nd apecuharly lucid 
a nd limpid st yle Even "to-day he “can be“fead~%ith 
pleasure , whereas the re-reading of Ricardo calls for 
fortitude and a stout heart As a result, Say was tra ns- 
l ated into many tongues, and was something of a best- 
seller, a nd In con'se 'quence~ir'was perhap5~ hg~,'~Tfiore than 
anyone else, wholaughTThF garly“iSfireteehth’ century its 
economics ~ ‘ 

Xpart from this great and mentonous work of vulganza- 
tion, certain ideas were peculiarly Say’s own Of these, 
the one which had in its time most renown, and which 
was indeed for long regarded as Say’s passport into the 
company of the immortals, was the once celebrated 
** theory of marke ts ” (la thdone des ddbouchds) 1 This 
theory, which pe rhaps does n<?t cpme.tqjnuch, is to the 
e^cT^at gciods and services are only.s uperh cTaliy bought 
wi th mo ney, they are r in. fact, bought with other goods 
a nd ^ services The money is merely the ” ca rnage ” 
whi ch, having effected the ex change of two comm odities, 
wilTforthwith proceed to exchan ge others^ But in rea lity, 

Cons equent ly. _he tells us one ou ght not to sa v “Sale 
does not take place because mon ey is scarce, but be cause 
other products" are so"” IF is likewise an integral part 

1 Traiti d’Hconomie Polxtxque, Vol I, chap 15, Des 
D£bouch6s pp 148-161 
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of the theory that a product, when created, offers 
from that very moment a market for other products 
General over-production is thus an impossibility If 
certain products are in excess, it is because there is a 
deficiency elsewhere, and the cure for " over-production ” 
in one direction is therefore more production elsewhere to 
serve as a ddbouche for this excess 


Fr om his th eory o f^ markets Sav draws three co n- 
clusions Firstly, the more numerous and extensive the 
m arkets are, the more will they prove to be lucrative, for 
there will thereby be an increased demand, tending to 
raise the price Secondly, from his theory he draws the 
time-honoured conclusion that everyone is_ mteresteS* m 
the prosperity of everyone else It is a foolish distinction 
to divide die nation into producers and consumers, every - 
o ne" is~bot h The prosperity of A makes him a good 
customer for B, C and D, who should therefore jointly 
pray for his success, just as the devout Hume prayed for 
the prosperity of France In the field of the nation ’s life. 
Say d raws the con clusion (more suggestive of List and 
CareyJ that agriculture, manufactures and c ommerce 
should flourish together, and in the international sphere 
(as'7n"Adam~SrmtfT) that a nation is directly interested m 
be ing surroun ded by wealthy neighbours: * r car"on ne 
gagne nerTavec un peuple qui n’a pas de quoi payer ” 
The t hird conclusi on, drawn from the theory of markets 
(and it is of the essence of Free Trade doctrine), is tha t 
imports can m no wise be detrimental to home production 
o r industry, since wfiSTsTBonghTfrom abroad is purchased 
with home products, for which a market Jhas. thus been 
o pene d 

There is perhaps m all this Thdone des Dibouchds 
nothing very original The essence of the doctrine can be 
found, for instance, in Quesnay’s Dialogue du Commerce, 
where he says categorically . " que tout achat est vente, et 
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que toute vente est achat,” and where he contends, as has 
been noticed in an earlier chapter, that the mercantilist 
doctrine of selling more than is bought merely aims at a 
" commerce commence ” Nor are the conclusions drawn 
by Say from the Lot des Ddbouchds different from those 
to be found m Smith or Quesnay His conclusion with 
regard to foreign t rade, for instances Jmt an echo, not 
meretyofcertam famous observations of Smith and Hume, 
but also of Quesnay^. dictum " si ceux avec qui nous 
commer^ons n'etaient pas riches, nous fenons un pauvre 
commerce ” 

There is more active dissent from Smith m Say’s 
doctrine of immaterial products, which may be noticed 
briefly 1 Smith, misled by his idea that wealth must be 
"susceptible of conservation,” has classified all manner 
of services as examples of unproductive labour But take 
the case of the doctor who cures a sick man Who (least 
[of all the sick man) would say that this labour was 
unproductive? Further, was the "product” of the 
doctor incapable of being made the subject of an 
exchange? “In no wise, since the advice of the doctor 
has been exchanged against his fees, but the need of this 
advice ceased the moment it was given Its production 
consisted m saying it, its consumption m hearing it, it has 
been consumed simultaneously with its production ” 2 
Such, then, are Say’s immater ial product s, where co nsump- 
ti on — the con sumption of, a song, for inst ance-—n ecessanly 
coin cides with produ ction While these may lin ger m the 
me mory they h ave no exchangeable val ue opce t he mo ment 
of production is past, and c learly, as- 4 hexare incapable of 
accumulation, they canno_t_iflcre.?lse jhe. national c apital 
An d for this reason there are dang ers (which almost bring 
him back to Smith’s point of view) m an excessive amount 
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o f immaterial products, since in increasing this kind of 
p roductive labou r, the consumpjhon i s~me vi tably a t the 
sa me time~correspo ndingIy increased, and nothing is left 
over If the consumption is a pleasure, goocTancT well, 
but who is benefited if the complexity of the law merely 
gives employment to lawyers, and puts up their fees ? 1 
Adam Smith smiles approval in the background 

On one other poin t, at least, S ay went some distance 
to wards b reaking new ground, though he did not tarry 
long enough to Harvest" the fruit Ricardo, in his twentieth 
chapter, pillories Say for his confused statements on value, 
setting out fou rteen quotations and wringing his hands 
de spairingly over the inconsistencies Involved It 'would 
indeed be difficult to summarize succinctly Say’s views on 
value, nor perhaps do they greatly matter Inconsistency 
may spring from muddleheadedness, or from a laudable 
groping away from an untenable theory, even if the 
journey be never completed Say, m bnef, was prepared 
t o attach much more im portance to the idea~o f _ u tility ” 
than were his English contemporaries Indeed, by a 
careful choice oTextracts, it is possible to find m Say an 
exponent of a theory of value which is wholly psycho- 
logical, and in which the idea of cost of production is more 
or less eliminated Doubtless these could be re butted by 
other extracts, in the compilation of which Ricardo ’ will 
be found serviceable It is not, he says “in one place, 
“ the value of the productive services which determines 
theyalue of the products ” On the contrary, "it is the 
u tility of th e pr oduct which makes it so ught out, a nd 
which confers upon it a value, and it is the faculty of 
being ableto create! thisuti li tv w hich makes th e pro ductive 

1 Ibtd , Vol I, pp 124-125 It is cunous to note the latssex- 
fatre doctrine come out at this point " Administrer ce qui 
devrait 4 tre abandon^ & soi-mfime, e’est faire du mal aux 
administers et leur faire payer le mal qu’on leur fait comme si 
c’rtait un Men.*’ 
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sftrvipps he sought nnt 1 and whi ch confers upon t hem a 
value ” l So also he s neaks, oLthe utility of a commodity 
r aising its pnce to the cost o f production, if it fails J o do 
so , nothing is of c our s e produc ed 2 Even more~einphati- 
cally, he states th at “ the valu e of the. .me ans of pro duction 
c omes from the value of the produc t which may r esult, 
which is founded on the use whic h can be mad e of this 
product or the satisfaction which canJj£..diawn.fna[B. it ”* 
These, in the history of the theory of value, would be 
interesting utterances, even if they led nowhere Ricardo 
was dissatisfied internally with his theory of value, Say 
was more vocal m expressing his doubts 

Lastly, Say sings _ the praises of t he ent repren eur, is 
stncflyTion-mterventiomst, and represents the aspirations 
oflm Thdustna l age 

Senior 

In such an introductory narrative as this, in which stars 
of the second magnitude must suffer extinction, some who 
are almost of the first rank must be accorded a brevity of 
notice which hardly corresponds with their real deserts 
Of the cons iderable tnbe q! spiritual sons., oljhcardo, 
fJagsauJV llham Senior* (1790-1864) is the one who m the 
next geneFatlon" m ost c alls for notice, firstly becaus e he 
was himself, an. Interesting^pe rsonality , and secondly he 
also has. to his credit a phrase whichJias been tossed dgwn 
the years oiPfhe waves of economic xontroversy Two 
pomts m Senior are perhaps worthy of mention here, the 
first relating pnmanly to his views regarding the " scope 

1 Ibid , Vol II, chap 1, p 9 

* lbxd , Vol II, p 17 

* “ Un champ on une usme ne procurent directement aucune 
satisfaction appreciable a leur possesseur, leur valeur vient done 
de la valeur du produit qui peut en sortar, laquelle est fondde 
sur 1’ usage qu'on peut faire de ce produit, sur la satisfaction 
qu'on en peut tirer " (Vol II, p 24) 

* Bom 1790, called to the Bar, Professor at Oxford, member 
of the Royal Commission on the Poor Laws, 1832 
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and meth od ** of Pol iti cal Econo my, the sec ond r elating 
to his analysis of the function of capital in production 

Uri the ^fffsr'pdmt rSenfor represents a definite narrowing 
of the sphere of economics, and an accentuation of the 
tendency towards a certain aloofness and rigidity He is 
mdeed in the ory (he is less so in practice) t he supr eme 
expon ent of that view wh i ch regards econom ics as an 
abstract and deductive science which can be most 
a ppropriatel y pursued in a co mfortabl e - arm-chajQjy the 
fireside , m anmspinng cloud of tobacc o sm oke For him 
Pohtical Economy is , m its strictest sense, the science 
which deals with~the nature, the prod uction ~ari<T the 
di stributional wealth, and the economist who knows his 
j ob' must stop s hort of anything which might be called an 
art FracficaT questions, no matter of what kind, " no 
more form part of the science of Pohtical Economy 
than navigation forms part of the science of astronomy ” 
Moreover, the conclusions of the economist, " whatever be 
their generality and their truth, do not authorize him in 
adding a smgle syllable of advice ” His business is 
neither to recommend nor to dissuade, but solely to state 
general principles 1 

This represents a n admirable spirit of aloofnes s, tho ugh 
it is~perhaps - asking~Too muc FoTth F ecdno mist to expect 
him, by a pure process of ratiocination, to amve at 
c onclusions, and to be thereafter content to leave th em 
to someone else to c hew Yet Senior i s herein probab ly 
merely j)verstr ejilng~a truth^ which assumes a more p alat- 
able form when he suggests that in the ta ngled pro blems 
of lhis wor ldTlf mavTie" tr 'neItFer advr^bleTnor perhaps 
practicable” to regard” "the economic consideration as 
pr Tv|ding ~the sole, or~ perhaps e’ven’ the pnncipai^jmde 
In the abstract science 'Which' Senior contemplates, it will 
be observed, reasoning is more important than observa- 
1 Pohtical Economy, pp a-3. 
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tion 1 Not only so, in his hands it professedly becomes 
very largely a matter of the precise meaning of terms 
Thus he warns his readers that his treatise will consist, in 
a great degree, " of discussions as to the most convenient 
use of a few familiar words " a Had Senior lived up to his 
professions, Political Econom y, as practised by him, 
woulcf have become a useful exercise in the Socratic art 
ofdefmition 

But on what is reasoning to operate, if economics is 
primarily a matter of reasoning rather than of observa- 
tion’ The answer almost takes away our breath by its 
calm danng All Political Ec onom y is comprised in_what 
flows from a few general propositions, “ the result of 
observation and consciousness ” T hese p ropositions, to 
be precise, are four in number As they are so typical of 
a certain phase of economic doctrine, it may be as well 
to reproduce them m abridged form The first is " th at 
every man desires to obtain additional wealth with as little 
sacnEapis' possible *' Here Is the economic maiTifalking 
abroad as a postulate on which economic science is built 
The s econd proposition is a statement of the Malth usian 
law, tothe 'effect that the population „o£ th&Jfforld is 
"limited only by physical or moral evil ” The third 
proposition is a statement which, according to the point 
of~view 7 may either indicate the functions of„capi£al or 
the principle of increasing returns in industry Itjlays 
down that " the powers of labour, and of the other 
instruments which produce wealth, may be indefinitely 
increased by using their products as the means of further 
prod ucti on - **' "T heTast of the four fundamental pro posi- 
tion^]^ abatement of the Law of Dimin ishing Return s as 
applieiLtcu ugncuRii fe ~TEe~ irsf~ 6 f these propositions, 
Senior o bligingly tells u s. is a matter of consciousness, 
the three" others are matter of observation Now nothing 
'Ibtd o < * Ibid d < 
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could be easier than to make hay of Senior’s four funda- 
mental propositions or postulates The first is presumed 
t o be a truism, lik e most tr uisms, it I T p robably 
f undamentally un true T he Ma lthusian generalization is 
certain ly not tr ue of all tim es and place s (as Malthus 
assumed it was), and to many it has not been a mat ter 
o f observation. The Laws of Inc reasing and Diminishing 
Ret urns aga in . require a nicety of state men t ot 'Which 
Se nior wa s sing ularly insensible It is certainly a cr ude 
ge neralization to say, with SemorT that 7 7 additional 
la bour when employed' in manufactures" lslndreT 'when 
e mployed in agriculture 7 s' less, efficient in proportion " l 
This may be tHe result dTobservalion^buT not much is 
gained if the observation is inaccurate His first principle, 
embodying a raw hedonism, may therefore by some be 
rejected The other three propositions are anything but 
observations to be swallowed at sight, they are the end of 
a long process of economic reasoning and observation, 
rather than tolerably axiomatic postulates from which 
reasoning may begin This, however, for our present 
purpose is relatively of minor importance What is of 
in terest is the abstract view of Po litical Economy a s a 
bra nch~oFknowledge which is . wholly enfolded in fo ur 
p ostulates which , at the hiddrng of a suffici ently impe rious 
mind, can be su mmoned to yield, up them hidden econ omic 
p rofundit ies 

Such a programme, if rigorously adhered to, might have 
been expected to lead to a wholly academic science resting 
on barren logomachies Fortunately, however. Senior did 
n ot turn economics mto a logical exercise in the infere nces 
to be drawn from four proposit ions He had an ac ute, 
a penetrating an d a logical mind, and his passion for 
accuracy m the~~use of his te rms and in his definitio ns 
en able 3 "hiin lh many respectslobe usefully critical of his 
1 Ibxd , p 81 
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predecessor s In particular on one point he introduced a 
phrase which embodies a range of suggestive ideas, even 
though the phrase has likewise occasioned merriment in 
certain quarters. In his analysis of the agents of pro duc- 
tion, he carefully avoided_the_wprd 7 7 capital " on the 
g round that it “ has b eenjjo variously defined that it' may 
be dou btful whether it have any” g eneraHy~rec eived 
meaning >n (Senior, careful m fiishomenclature, is also 
careful m his use of the subjunctive ) Accordingly his 
instruments of production are lab our, natural ag ents — 
which is certainly preferable toJbfi fatuous use of the 
word 11 land* ’’Land abstinence He rejects the word 
" capital,” because in the ordinary a cceptation o f the 
term it has come to mean ,r an article of wealt h, thfi_result 
of Human exertion, employed in the produc tion o r distri- 
butio n of wealth ” 2 But cap ital, as thus defined, is not 
a simple productive mstrument, it is itself the resu lt of 
the co-operation of labour, of the natural agents, and of 
the~"6fKer thing which Semor calls “ abstinence ” By 
"abstinence’' Senior means "that agent, distmct from 
labour and the agency of Nature, the concurrence of which 
is necessary to the existence of capital, and which stands 
in the same~reIation to profit as labour does to wages " 3 
It will be seen what Senior has done HeTias replaced 
capital, which is normally conceived as a dead and 
objective thmg, by a human sacrifice, obviously entitled 
to a reward For that there is here a human sacrifice, 
£<>nipr has pp dnnht " To abstain from the enjoyment 
wh ich is in ou r power, or to se ek distahT 'fafKer than 
lmmedlatejresultsrare arnong__the most pamfiil exertions 
of the humaif will 7 ’ Cons equently, when we co me to an 
ana lyse of cost "of produc tion, the elements into w hich it 
is resolvecTare whollyjjabj&ctive B y_cost of produ ction 
is meanPHEe sum of the labou r and abstmence ne cessary 
1 Ibid , p 59 *~Ibtd , p 59 


» lbtd , p 59 
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t o productio n ” 1 Th e reward of the capitalist is thus seen 
to be the reward due to abstinen ce, the price which it is 
necessary to pay m order to induce people to abstain from 
claiming, m the present, rights which have accrued The 
word *' abstinence ” is perhaps unfortunate, because of its 
regrettable psychological association with “ total ”, but it 
is only because “ abstinence ” m a restncted sens e has 
rnmp tn rnnnntp a mnnactir acrehrigm that jt IS pos sible 
tn find amnspjnpnt m tfip jdea of a - Rothschild being 
re warded for his abs tinence 


J. S. Mill 

To withhold from John Stuart Mill 2 (1806-1873) the 
compliment of a separate ChaptCr. and 'to bundle him 
into a second-class compartment along with Say, Senior 
and Cannes may appear little short of high treason 
For all but the greatest of the dead, however, life is a 
continuous decline until the indignity of a recording 
footnote is reached Yet there are more substantial 
reasons for holding that in such an introduction as this. 
Mill need not be subjected to a lengthy examination 
W ith regar d to Mill’s position in the development of 
P olitical Econ omy, there is singu lar unanimity among 
th e, comment ators For one, Mill~bnefly represents the 
“ restatement ”, in the eyes of another, he provides "a 1 
skilful statement of the chief results of the previous] 
generation”, a third regards him as presenting the 
classical doctrines in their final crystalline form, a fourth 
looks on his Principles as an oeuvre d’ assemblage 
Where so many agree, Mill himself not dissenting, it may 


1 Ibid , p 101 

* Born 1806, the son of James Mill, and the victim of an extra- 
ordinary educational experiment which might have been expected 
to produce worse results than it did For thirty-five years at 
the India Office For a short time in Parliament 
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be assumed that truth lies somewhere m the direction 
of these concurring pointers Ricardo and Malthus had 
introd uce d the main themes of the'eco nomic sym phony 
—not perhaps remarkably harmoniou s themes, in the 
in terval; 'These themes^ had been somew hat distorte d by 
cnticsTke^Rae and _Lauder dale, and discordant m otifs 
of an entirely different character had been introduce d by 
the wind "instruments"' of the early socia lists like the St 
Simonians and the Founerists The confused listeners 
were beginning to be doubtful as to what it was all about 
It was time for the mam theme to be restated, with the 
confidence and the assurance that comes from a liberal 
use of brass, and to work mto the restatement just suffi- 
cient of the intervening dissident and dissentient themes 
as might be necessary for the aesthetic satisfaction of the 
hearers This was the task Mill took in hand, his work 
is a restatement of the mam doctrines of Ricardo and 
Malthus by one not insensible of the criticisms of the 
intervening thirty or forty years 
Mill’s pre-emmence iests on the extraordinary skill 
with which he accomplished his mission The hig h 
moral tone which pervades the Principles, madejt accept- 
ablelo anllge' which; Tn essentials, was a ustere; an d its 
literary competence was a feature whfcb-h ad n ot been 
too common a charactejistiC-cL Mill’^. pre decess ors In 
the result, it is proba bly true t hat Mill, for a pen od of 
two generations, taught thl s~cduntry its economics, either 
tffiou^3iiIown3^ct^jes e or through" other works for 
which these Principles- cannot, s hakF off re sponsibil ity 
While this may be an excellent reason lor erecting a 
bust of Mill m a Political Economy lecture-room, it is 
also a reason for assigning him disproportionately small 
space in an introductory history of economic doctrine 
For the people who are most mteresting for our present 
purpose are those who, however gropingly, first state a 
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fruitful idea, not those who at the end of a generation’s 
discussion sum up and present the world with a restate- 
ment A part from certain elaborations of the theory of 
f oreign tra de, iTis doubtfu l whether Mill added muc h, or 
anyt hing^ to th e body of economic doctrine A recent 
somewhat severe critic has indeed stated that, objectively. 
Mill teaches us nothing ne w, add ing that it is eas ier to 
p oint out the do ctrinal errors committed by Mill than to 
m dicate his c ontribution to the development of theory 1 

It does not of course follow that Mill’s presentation 
i s ''colourle ss, or ttiaT there~aTe riot degress of emphasis, 
a nd indeed mod ificabons, of the traditionaPclassical 
doctrines Mill, GfoTeveryone else, had his hobby horses, 
t hough the y were conspicuously absent from his nursery 
Without attempting to present consecutively his main 
ideas, which were largely the ideas of Malthus, of Ricardo 
and of his father, it may be permissible to indicate some 
of the points which, owing to the emphasis laid upon 
them by Mill, stand out as pre-eminently revealing the 
mind of the writer 

The first point of interest strikes one in the preface 
and on the title-page Mill pro f essedly set out to write 
a n up-to-date A dam Smith ~ That, m fact, he" rather 
w rote a ’’readable Rica rdo ” iTTminatenal What is 
of mterest is the reason that impelled Mill to tak<f Smith 
as ^his mode l, it is friaTSmith ’’ in variably associates the 
pnnsiples—with .their applications, ’ ’ and “perpetually 
app eals to other and often far larger considerations than 
pure^PoliiJcal Economy affords ’’ This point of view 
also affects ffie We-page, where, after the orthodox 
“Principles of Political Economy,’’ there appears the 
words' “with some of their applications to social 
philosophy ” Polit ical Economy, in short, was for M ill 

1 Bousquet, Essat stir ^Evolution de la Pensie Economtqut, 
P 9i 
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part of some thing larger, and in his own mind he was 
n ot content to be merely a the onsL L ike ms ma ster , 
Bentham , he was as much as~any thing a social reformer 
Se nior m ight declare that the_ economist, qua economist, 
was never - authorized in adding a single syllable of 
advice For Mill, to give advice was the very essence 
of life His theory may, to a large ext e nt, be a m odified 
restat ement, t he e ssential Mill is rather to "be round m 
hi s proposals for refor m, whether these are fo be "sought 
in his advocacy of peasant proprietors, olHco-o pefSt ton, 
of the taxation of~f efTtr73r'dT restriction 5f ihherifance 
With this general View'oFeconbmfcs as a sfudy which 
almost becomes subservient to its practical applications, it 
is necessary to take one tenet which is peculiarly Mill’s, 
and which indeed he himself regarded as the chief merit 
of his treatment of the subject This is his famo us dis- 
tinction between the nature„gf Jhe lawsjpfjiroduction and 
those of distribution The jaws Qi jhfe^prodfuction of 
wealth, Milfheld, “ partake, of the character of physical 
truthF^TKwe' IsTnpftmg optional or arbitrary in t hem ” 
Whatever be our likes or disl ikes m the matte r, such 
principles as the Law of Diminishing R eturns are there 
Our opinions and our wishes have no control over the 
thmgs_themselves It is, however— so Mill held — entirely 
different when we turn to the distribution of wealth, there 
we are in the realm of " human institution solely " 
" The things once there,” men can do with them as they 
like, and it follows therefore that “ the distribution of 
wealth depends on the laws and customs of society ’ M 
Such is Mill’s rigid distinction between the field of produc- 
tion where inexorable law, uncontrolled by man, prevails, 
and the other field of distribution, which is also doubtless 
subject to a law, but to a law of man’s making and 
revising. It is almost unnecessary to observe that Mill’s 
1 Principles, Book II, chap i 



THE CLASSICAL TRADITION 281 

strict line of differentiation is indefensible Doubtless 
“ the things once there,” an omniscient, omnipotent, 
omnicompetent Parliament may decree any distribution 
which, in its lack of wisdom, may seem good to it, but 
if in these matters it errs against popular sentiment, it will 
not be long until the things are not there An unques- 
tione d pow er t o control distribu tio n bnngs httle^co mfort, 
if~"ffieexercise o£ that p ower dn es up the strea m of 
p ro 3 uc tion 7 ~ and so leaves nothing to distribute Jhe 
d ifference here from the older classical econom ists is 
obvious For them the laws of distribution were as 
inexorable as any other Mill, in sweeping all t his into 
a sphere controlled b y human volition, made it pos sible 
fo r him~to~be the sp eculativ e reforme r, calmly cont empla- 
ti ng the coming of the co mmnn^ tic^tate 

Formcreasiiigly, as Mill grew older, his reforming zeal 
led him to a Platonic and sentimental flirtation with 
socialism, though he was never brought to the point of 
seriously declaring his mtentions I f the choice w ere 
b etween com munism and individual property — not as it 
m ight" Se 7~but as it now ls^-them lie "sa ys"" * ' a ll the 
di fficult ies, great" or small, of communism^ would be but 
as " dust in' the balance M1 The socialism of Mill is a 
curious study ;~but only this need be said " here Mflj was 
u nabielo resist suggestions' or ideas from what ever sou rce 
thev^c ame. he was likewise constitutionally incapable of 
as similating I hese ideas with the creed in whlch he was 
brqujht-up- andwhich was more peculiarly his own'" In 
consequence there is at times a considerable incongruity, 
not to say inconsistency, in ideas which he advances 
concurrently His socialism is a deposit of a period 
later than his main ideas, and when a socialist outcrop 
is detected, it is obvious that it lies very unconformably 
on the older strata In fact, m his heart Mill remained 
1 'btd. , Book II, .hap 1, sec 3. 
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Ian unregenerate individualist to the end, and even his 
[socialism is rooted in individualistic ideas When he 
speaks of legislation favouring equality of fortunes, the 
incorrigible individualist adds " so far as is consistent 
fwith the just claim of the individual to the fruits, whether 
great or small, of his or her own industry 1,1 He boggles 
at such an embryonic socialistic proposal as progressive 
taxation, on the ground that " to tax the larger incomes 
at a higher percentage than the smaller, is to lay a tax 
on industry and economy, to impose a penalty on people 
for haVing worked harder and saved more than their 
neighbours ” 1 2 * He ties himself into knots m the chapter 
on Bequest and Inheritance, because even in his zeal for 
reform he is obsessed with the individualistic idea that 
bequest, as one of the sacred rights of property, must not 
be tampered with, and hinting at the desirability of a 
system which would " restrict, not what anyone might 
bequeath, but what anyone should be permitted to acquire, 
by beouest or inheritance M The reforms dearest to his 
heart, the extension of peasant proprietorship and the 
fusion of labour and capital m a system of co-partnership, 
are of the essence of individualism, and his utterances in 
defence and praise of competition 4 fit m badly with 
socialism, which, if it means anything, means the elimina- 
tion of competition Mill’s socialism was perhaps scarcely 
a “ gesture," as the current jargon has it, but it was a 
sentimental infusion which never harmonized with the rest 
jof Mill's system of thought, even though Mill himself was 
happily unaware of the fact 
Apart from the question of Mill’s general standpoint, 
la hint may be added regarding some of the points 

1 Ibid, , Book IV, chap 6, sec 2 

* Ibid , Book V , chap i , sec 3 

* Ibid , Book 11 . chap a, sec 4 

4 Ibtd , Book IV, chap 7, sec 7 
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emphasized, or supposed to be empha sized, in his r estate- 
men t I t is impossible to glance through Mill w ithout 
b eing struck by th e influence exercised on hi m by the 
M althusian gene ralization . and as an mcrease_ of popula- 
tion is terrifyi ng only because of the base question^ of food, 
t he Law o f Diminishing Returns is pla ced by Mill, in a 
pla ce of high honour or dishonour It is the "most 
important proposition m political economy 1,1 In writing 
on the population question, his voice quivers with a 
righteous indignation which leads him to a violence of 
language nowhere to be found in Malthus Excessiv e 
p rocreation is for Mill on the same levej as drunkenness 
or any other- physical excess, and those who are guilty 
sh ould be discountenanced and despised accordingly 1 2 To 
appreciate his crusading fury in this cause, it is~necessary 
to turn to his views regarding wages The celebra ted 
wages fund doctrine has, not with entire justice, _become 
pec uliarlv' asso ciated^wrthMill — probably - because- when 
the fallacy _was exposed. Mill publicly reca nted, an d the 
rec antation h as tended to hang round Mill’s neck the 
faith _in resp ect ~oT which he expresse d his r ecantation 
B ut indeed the wages fund doctrine was more o r less 
co mmon pro perty It c an be ^de duc ed from Ma lthus, 
am ongst o ther places it is to b e found concisely stated by 
Se nior in th e form that wages depend " on the extent of 
the fund for -thgT^mfenanctT of labourers . compared with 
the iUimbfilL j of .labourers Jo he maintai ned ” 3 Mill has 
some difficulty m getting a convenient phrase for " the 
aggregate of what may be called the wages fund of a 
country”, but his* theory is essentially that of a pre- 
determined fund set aside for wages, a definite number 
of workers among whom that fund must be shared, and 

1 Ibxd , Book I, chap ia, sec a 

* Ibid , Book II, chap 13, sec 1 

* Senior, Political Economy, p 154 
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a distribution effected under the influence of comp cti tion 
I From thiJ MiOrawT the inference that "wages cannot 
nse, but by an increase of the aggregate funds employed 
in hiring labourers, or a diminution m the number of 
(competitors for hire ” The jsaggs fund, in the sense of 
apportion of the capital of the country irrevocably set 
aside for the payment of wages, is, of course, a pure 
myth, "But it led Mill to consider that only one method of 
raislng~wages could escape the charge.. of futility That 
me thod lay in a due restriction of popul ation 
Mill's discussion of value is perhap s mem orable, not 
so much by reason of its substance or conclusions, as 
on account of his unfortunate assurance that here at last 
all ghosts were laid " Happily," he observes, " th ere 
is no thing in the laws o f valu e which remains lof the 
pr esent or any fu t ure wnter to cle ar up, the th eory of 
the subject is co mplete ” l By a strange Nemesis this 
threatens to become the most frequently quoted of all 
Mill's utterances, furnishing , as it does, to th e youn g, a 
useful waming~~that it is never safe to be sure of 
anythi ng ~ ~ ’ “ 

* One last cunosity m Mill is represented by hi s con- 
ception of the station ary stat e, r ~ a cunousblend of 
economics, philosophy .apd poetry Like SIsmondi, Mill 
felt i mpell e d to a sk " to what goal ” society is tending 
by itejuodustnai.. progress, ’arid" 4 'when the progress 
ceases, in wha t condition a re we to expect that it "w ill 
leav e manki nd? " Milf, it~~ wxll be observed, as sumes 
that progress must cease, just as the same Mill wa s flung 
into an agon y of gloom, reflecting that as there is but a 
limited number of musical tones and semi-tones, and also 
a limited number of ways in which these may be com- 
bined, the world would one day — and that before long— 

1 Principles, Book III, chap i, sec i 

* Ibid , Book IV chap 6 
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have whistled its last tune 1 The annual publicatio ns of 
Me ssrs Fran cis, Day and H unter give no in dicatio n that 
th eday is yet imm inent But to MuTit is axiomatic that, 
as the increaseof wealth is not bound less, so, beyond the 
pr ogressive state, t here must lie the stationary. state,_when 
th e stream of hum an industry shall “ finally s pread itself 
ou t into an ap parently stagnant sea ” To some this 
prospect of the stationary state may appear depressing, 
ending m shallows and m miseries, but not so to Mill, 
who draws a pleasantly coloured picture of a state with 
population and industry alike held in equilibrium, with no 
extremes of wealth or poverty, with no undue hustle, and 
over it all a famt suggestion of the mdolent charm of 
the island of the lotus-eaters But though stationary, so 
far as capital and industry are concerned, it need not be 
a stationary state of human improvement It will still 
be open to the grandsons of Angus to write books with 
philosophic uplift It is a cunous epilogue to classical 
Political Economy, which at its beginnings — or so its 
cntics suggested — had exalted the thruster and the 
climber 


Caimes 

A survey of the orthodox school, the spiritual 
descendents of Ricardo, may fittingly conclude with a 
bnef reference to John Elliott C aimes 2 (1824-187O . m 
some ways the last of the line When Mill recanted on- 

1 “ I was seriously tormented by the thought of the- 
exhaustibility of musical combinations Most of these, it 
seemed to me, must have been already discovered ” (Auto- 
biography, chap 5 ) , 

1 Bom m Ireland in 1823, educated at Trinity College, Dublin; 
studied law, Professor at Dublin and Galway, and later at 
London His chief works are The Character and Logical Method 
of Political Economy, and Some Leading Principles of Political 
Economy 
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t he wages fund doctrin e, Cannes co ntinued to show c ause 
w hy the Master sh ould not have succumbed to the attacks 
of Xonge and Thor nton Among the faithless, faithful 
only he — or almost so, for one must not forget Professor 
Fawcett Ajierusal of Cannes's works rfw palc an acute, 
a vigorous and a subtle mind, engage d in refinin g the 
achievement" of Mill, a mmd, neverthele ss, whic h was 
rather i mpervious t n.new ideas Only two points need 
detainus here firstly , his views as to the scope and 
function of Political Economy. ami secondly , his doctrine 
with regard to “ non-competing groups,” which rep resents 
the most vital and enduring idea of Cairnes 

To the general question of the purpose and nature of 
Political Economy as a study, Cairnes devoted one of 
his chief works. The Character and Logical M ethod of 
P oRttcaT^Economy The main argument is somewhat 
reminiscent of Senior Political Econom y, in Ca nnes's 
view, has suffered from The intrusion or~alie n elem ents, 
represented by “ considera tions of eq uity and expedi- 
ency ” x But so fomT as ToITtical Economy is giv en the 
ta sk of accomplishing de fin ite p ractical ends, itcan h ave 
none of the characteristics of a science Economic s, then, 
for CaimesTTs to be rigidly - scientific, and in order that 

it may be so, it is to be cut off from all prac tical 

considerations, and „issue an unlimited " declarati on of 
neutrality, standing “ apart from all p articular sy stems 
of social and industrial existence ” 2 Political Econ omy, 
h e saysj h a "passage frequently quoted, is to be regarded 
as 

" standing neutral between competing social schemes, 
neutral, as the science of Mechanics stands neutral 
between competing plans of railway construction, m which 
expense, for instance, as well as mechanical efficiency, is 

1 Character and Logical Method dd 14-16 


* Ibid d 20 
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to be considered, neutral, as Chemistry stands neutral 
between competing plans of sanitary improvement, as 
Physiology stands neutral between opposing systems of 
medicine It supplies the means, or more correctly, a 
portion of the means for estimating all, it refuses to 
identify itself with any ' M 

“ Econom ic Science," in short, " has jno .more connection 
w ith o ur present industrial system than the science of 
mechanics has with our present system of railways " 

"Tins, even if truth, is an over-accentuation of truth Jf 
this austere doctrine were honoured in pract ice, it. would 
meanTheseparation of economics from its living inspira- 
tion, and the effect of taking at their face- value the views 
expressed by Cannes elsewhere, is to accentuate the 
abstract, detached, academic nature of economic study 
HIT "wh ole argument tends to make economic science 
exclusively a deductive study 2 For induction, exper iment 
i s necessary, an d in the nature of th ings thi s is .ex cluded 
fr om th e armoury of the ec onom ist The facts, moreover, 
are too overwhelming 

" He (the economist) must take economic phenomena as 
they are presented to him in the world without, in all their 
complexity and ever-changing variety, but from facts as 
thus presented, if he declines to avail himself of any other 
path than that of strict induction, he may reason till the 
crack of doom without arriving at any conclusion of the 
slightest value " 3 

But as against this handicap, the economist, compared 
with the physicist, has one mighty advantage " Manki nd 
h ave no direct knowledge of ultimate physical princi ples'” . 
a nd it is only as a result of long grop ing. " after a l ong 
perio d of laborious inductive, research/' that the scientist 

1 Ibid , p 21 * Ibtd , p 64 • Ibtd , pp 65-66 
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c an arrive at the generalizations from which he reasons 1 
But “ the econ omist start s w it h a knowledge o f ultimate 
cau ses " 2 — happ y man 1 " He is already, at the outset 
of his enterprise, in the position which the physicist only 
attains^ after ages of laborious research " These ultimate 
causes, needless to say, centre round the behaviour of 
the economic man, they consist of “ certain mental feel- 
ings and certain animal propensities in human beings " 
These ultimate causes, of which we have direct knowledge, 
are obviously closely akin to Senior's four fundamental 
propositions 

The cold philosophic truth is agam, perhaps, over- 
emphasized in Caimes's views regarding the nature of 
an economic law He nghtly indicates in what sense 
P olitical Economy must be regarde d as a hy pothetical 
science 3 Its conclusions, are true, when no d isturbing 
ca uses interve ne — a condition, as Caimes ad ds, which is 
scarcely^ever realized An economic law , in short, 
expresses not a positi ve but a hypothetical^ truth, and it 
follows also that a law relating to "economic phenomena 
“ ca n neith er be estabirsbed nor refuted by an appeal to 
th e records of such p henomena ” The proof must rest 
onlin appeal to certain principles of human nature, opera- 
fang under certain physical conditions So also to refute 
an economic law, it is necessary to show that the 
“principles" (l e of human action, etc) do not exist, 
or that the economist, on the way to his conclusion, has 
fallen a victim to a logical gin Putting it briefly, die 
nature of an economic law is such that it can neither be 
establis hed n or refuted by fn appeaTTo fa cts"* 

Viewed merely ai a question in epistemology, it may be 
that Caimes's views are defensible It is not m erely 
desirable, but essential, that periodically we should test 
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t he basis and limit s o f our knowledge — indeed, as k our- 
se lves whelEer we can properly know anything at all For 
this purpose a wise"society maintains a staff of ph ilosophers 
anjTmetaph ysicians But the plain man hasdifficulty in 
resisting the impression that an undue addiction to 
questions of scope, method and what-not, betokens an 
unhealthily introspective frame of mind Much of what 
Cannes says, as he himself realizes, is applicable to other 
branches of knowledge, but so far as he was understood 
(or misunderstood), his influence was m the directi on of 
maki ng economics an abstract, formal s tudy It does not 
require much perversion of Caimes fo see in him an 
exponent of the view that economics is solely a deductive 
study, reasoning from certain general principles, proud ol 
its impartiality m the world’s affairs, and arriving at 
conclusions which, in the nature of things, cannot be 
refuted by an appeal to the hard facts of reality Should 
the facts appear to be in contradiction with economic law, 
so much the worse for the facts Even if this be per- 
version, the fact that classical Political Economy came to 
appear m this guise was, in large measure, its undoing 
Apart from questions of methodology, Caimes is 
chiefly to be remembered for his conception of “ non- 
competing groups ” and the mferences drawn therefrom. 
His opening chapter on val ue (in Some Leading Principles) 
is primarily inter esting because of his manifest fa ilure 
to "undefstan d Jevons His own view of value is in 
the orthodox line, but with critical reservations jle 
criti cizes Mill’s analysis of " cost of prod uction " with 
a subtl ety wh ich never abando ned T im No two ideas, 
he sa ys, are more opposed to each other than " cost ” 
and ** reward of cost .” 1 Cost and remuneration are 
*' eco nomic an t ithe ses of each pther.” Wages and profi ts 
of c apital, into whi ch, m the mam, Mill a nalyse s cost of 
1 Leading Principles, p 50 
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p roduction, are not costs a t all. Costs are sacrifice s , 1 and 
thes<r factors i n Mill's analysis are the rewards of sa crifices. 
n oftEelacnfices themselves Thus, m the orthodox form 
of~tKe"doctnne which Caimes comb ats, cost of pro duction 
is resolved solely. _mto capitalist ’s" costs, and lT Tollows 
lik ewise that the pnnciple that cost ^production deter- 
mine value becomes the assertion of an identical p roposi- 
tion , 2 Thus in place of the capitalist's objective costs, 
Caimes outlines a the ory, remin iscen t of Senior , m w hich 
cost of .production is based, on subjective conside rations, 
and is represente d by the vanous_s acnfices made — the 
labour, the abstinence,. the nsk,. not the monej^ rewards 
of these various elements 3 

The possibilities of determining such a subjective " cost 
of production,” however, need not detain us, we are con- 
cerned merely with the disentanglement of the idea of 
non-competing groups I t is to competition that we must 

tion with the s acrifices undergone, so' also competition is 
the “ security for the correspondence of the, values of 
commodities with the costs^ of their, production ” 4 Cost 
of production will only regulate values if there is '* effec- 
tive competition ” Caimes was thus led to consider how 
far such effectiveness of competition did exist, since, if 
there be any obstacle, ” whether law, ignorance or 
poverty,” competition will be defeated, and consequently 
it will not follow that commodities will exchange accord- 
ing to their cost, 1 e , the amount of sacrifice involved * 
Caim es, s omewhat too easily satisfied, finds that capital 
h as a reasonable fulln ess of choice, since capital,, while 

It JTn^ s o - with- feb ouF Labour, whose occup ation is 


1 Ibid , p 60 

* Ibid , p 53 

* Ibid p 8 1 


* Ibid , p 63 

* Ibid , p 64 

* Ibid , p 70 
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not yet finally determined, does not ha ve a choice over 
t Eeentire range o f industry 

“ What we find, in effect, is, not a whole population 
competing indiscriminately for all occupations, but a 
series of industrial layers, superposed on one another, 
within each of which the various candidates for employ- 
ment possess a real and effective power of selection, while 
those occupying the several strata are, for all purposes 
of effective competition, practically isolated from each 
other ' n 

T hus we are " compelle d to recognize the exis tence of 
n on-compet ing indnstnal groups as a feature of our social 
econom y " The point, sufficiently obvious In itself, 
becomes important, because Caimes uses it to make 
considerable modifications in the theory of value For ff 
is onlyj v ithin any group that commodities wil l exch ange 
a ccordi nglo their cost of production,' as'Eetwee n two non- 
co mpet i ng group s, exchange will take place~on another 
p rincip le, which indeed is none other 'than'HTat of 
reciprocal demand, familiar in the theory of foreign trade 
TheTailure of the principle of cost in the’ case oFnon- 
competmg groups is exemplified in the relative remunera- 
tion of the producers of different articles Remuneration 
is in proportion to sacrifice within a group, but not when 
the comparison is instituted between two groups The 
advantageousness of one group compared with another — 
as in the case of foreign trade — will depend on the 
reciprocal demands of one group for the produce of the 
other 2 

Cannes's theory of non-competing groups is chiefly of 
inte resTfie ca use he uses it to undermin e the tradi tional 
co sffof-production theory of value; and moreover, in 
s hifting the emphasis "to the subjective Idea 6f The S&eTflTce 


Ibid , p 72 


Ibid , pp 75-79 
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involved, he went farther than he realized in the direc- 
tion of Jevons and the Austrians Had he gone a little 
farther, he would probably have gone a great deal 
farther T hus in discussing why skilled labour r eceives 
higher wages than unskilled, he nghtly explains that this 
is not, m Ja5. necegsanly, j;he ca&& th at stem itseit is not 
an elemen t of cost, and that ** the result in question (1 e , 
a higher remuneration) only occurs" w here skilled l abour 
re presen ts a monopol y.* * The decisive consideration is 
to bV^soughFliT^the circumstances which limit the 
possession of this skill to a small number of persons as 
compared with the demand for their services A later 
generation would have said that when the workers are 
limited in numbers, the marginal productivity of labour 
is high, it is what Caimes, innocent of the margin, it 
trying to say 


Ibtd , p S3. 



CHAPTER XI 

KARL MARX 

In a volume of ampler proportions than this, t he ear ly 
history of socialism migh t clai m, and might deserv edly 
receive, the tribute of an indepe ndent c hapte r, th ough 
doubtles s it rnightTxT urged that these early socialists were 
dreamers a nd not economists Here they must be content 
with such notice as is indispensable for a comprehension 
of the works of Marx Soci alism, according to taste, 
begins with Pl ato, in virtue of his advocacy of com- 
munism, or with More’s Utopia, where the evils of private 
property are denounced and the doctrine of exploitation 
expounded But viewed from the Marxian angle, the 
socialism which preceded Marx, and which earned his 
undisguised contempt, was that of the so-called Utopian 
socialists, whose writings date from the earlier part of 
the nineteenth century 

It is am ong these th at we must look for the " father 
of socialism , ’ ’ though thlTnumber of claimants to paternity 
1 ^embarrassingly large Firstly, fKereTs^SVTTmon (i^fjo- 

1825 ) — not the writer of the memoirs — an eccentric noble- 
man who fores aw the coming of a new age which would 
be indus trial in character, and who sought assiduously, 
m many p amph lets and what-nots, to discuss where 
spiritual leadersHIp in this new and uncharted age was to 
be found The mark of this new world, intent on the 
293 
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exploitation of the globe, was to be the abolition ot 
privileges St, Simon’s socialism is of the weakest, if 
indeed it exists at all, Tiu Ot s' followers, the propaga tors 
of a strange religion, extended his doctrine to include 
the abolition of the g rea test o f, j,ll_p nvilege s7tliat of 
in heritanc e, and. thu s , making the State. fhjLjesitfuary 
legatee, they found. a..short cut Jo State socialism Then 
t here is Fou rier (1772-1837), a man oi.a disordered mm 3 , 
full of the ‘ dlscbncerflng flashes which so frequently 
enlighten the deranged His vision was of a reorg anized 
world on the basis of the ''phalanx,” a co-op erative 
group, and with such phalanges the w orld would 
ultimately be covered to the number of 2,985^4 His 
is the socialis m of Co-operati on, designed" to’ replace the 
horrible - waste and inefficiency, the divided and dashing 
interests of civilization, where all men profit by each 
other’s misfortunes There is our o wn Robert Owen 
(1771-1858), a man &reatei.^ y ears, 

when he figured as the ideal employerTthaniiT the lidven- 
tures and the speculations of his later life For him also 
the path of salvation lay in co-operation, and in the 
establishment of settlements more or less communistic in 
character, as evidenced in New Harmony Fourthly (and 
lastly here), there was Louis Blanc (1813-1882), a tran si- 
tional mind, . pointing' 'raffier "To later socialism and 
therefore scarcely Utopian His idea~ likewise was to 
eliminate competltfotT’Tiy association, but in his case, 
the State, the banker of the poor, was to be the agent 
to initiate the great scheme of reform, launching the 
co-operative bodies, which later were to dnve the capitalist 
from the field 

Such were the Utopians, most of whom were also 
” associatiomsts ” They were Utopians because they 
believed that the realization of socialism was essentially 
an affair of getting someone to ” launch ” something, 
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and thereafter the business would be done. Th ey wer e 
' associahomsts," because in the mam they visualized 
the coming of "socialism , through t he format ion and 
extension ot groups living together on socia listic princ iples. 
FounerT waiting at home for one hour a day for the 
unknown capitalist who should enable him to establish his 
first phalanx, is the pathetic symbol alike of the lovable- 
ness and ineffectiveness of the earlier socialists 


With Karl Marx 1 ( 1818-188 3) all this changes 
Soc ialism now defin i tely - enters^ the mam current of 
ec onom ic doctrine because, with Marx, socialism "Becomes 
a body of doctrine relying on the support of economic 
a rgumen t— also, in Marx's case at least, a body of 
prophecy resting on the interpretation of recent and 
current economic phenomena Herein lies the significance 
of the transition of socialism from the former type, 
somewhat contemptuously dubbed “ Utopian,” to that 
newer variety, rather vamglonously branded as " scienti- 
fic ” To theme w age the Utop ian so cialists appea red as 
dre amers, men who had touch ing faith in the power of an 
Ac t of _ Parliam ent tn serve as the basis of an ideal 
common woalth, who were even so childish as to believe 


that an appeal to justice, mercy and nght had power to 
move the hearts of men Th e Utopian socia lists 
might a ppeal to sentiment to prove the~de si rabilitv a nd 
the Jesffietic beauty of socialism, suchTaT proceduie would 
cut no ice It was better policy to prove, by economic 


* Born at Trier, 1818 Studied at Bonn and Berlin Engaged 
in journalism on the Rhetmsche Zettung (1842) Obliged to j 
move about continually between Germany France Belgium and j 
England until 1848 Thereafter, with few interruptions, he 
remained in London until his death in 1883 He played a 
leading part in the formation of the First International m 1864, 
and its subsequent proceedings, but in the main his life in 
London was devoted to reading and writing The first volume 
of Capital appeared in 1867, the second and third appeared, 
after his death, in 1885 and 1894 respectively 
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reasoning, the inevitability of socialism, to mingle together 
economic argument and an interpretation of history, and 
thereby to show that, things being as they are, their 
consequences will be what they will be, and that the only 
outcome, ineluctable and inescapable, is the establishment 
of the socialist state 

The literature of Marxism is such a Sahara of books, 
and the controversies as to what Marxism means, even 
among the faithful and the expert, are so perennial that 
it is even more necessary here than elsewhere to discard 
all but the essential, even if that may lead to the driest 
of bare bones. And at the outset, in pursuance of this 
policy, the other commonly accepted founders of scientific 
socialism may be left aside R odbertus (1805-1875) w as 
primarily a p hilosopher^ jevolving socialist doctr ine" in 
dignified retreat, something of a Fabian, in the immediate 
insistent present, "rather a conservative and an aristocrat 
The bitter controversy centring round Marx’s alleged 
appropriation of the ideas of Rodbertus merely provides 
some slight refreshment in am otherwise and waste The 
third of the trinity, Lassalle (1825-1864), was essentially 

life endmgln a"stormy"death, became a legend, and who, 
for Englis h' 'read ers, has ^ had the good fortune to be 
embalmed m one of George MeredTtFsIio vels 

But Marx 'remains; and except for the antiquanan 
explorer into ongins, Marx is to be identified with sc ientific 
so cialism J ealous , if misplaced patriotism may poin t 
out that hejjrobablv- received, ^ larg e measure of inspira- 
tion (and" perhaps something more) from, t hat remark able 
early group of English -socialists which co mprised men 
like Hod gskin . Tho mpson ^ and Brav^ the disciples of 
Rodbert us may f eel that their master 'lias be en shorn 
of his a ppropriate glory These are” trivial questions 
Heaven may, or may not, deal justly in these matters 
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The indubitable fact is that all subsequent socialism has 
been dominated by Marx, and that even when subsequent 
schools have disowned him, they have owed their existence 
to a reaction from Marx. It is therefore permissible to 
confine this chapter to Marx, and to Marx alone 

More than most writers, Marx requires to be read with 
some knowledge of his life aricTcharacter Fromlhe con- 
clu sion oL his student d ays until the age of thirty he 
lived the life of a rebel ancTan intriguer, afwar'wifh all 
govemmBllt 5 ;"e®tmg papers whlcST were promptly sup- 
pressed, and uneasily flitting from one country to another, 
according to the exigencies of the situation But from 
the age of thirty, that is to say following the Revolution of 
1848,' t Sere began m £8 49 'the second part of Marx’s life, 
the long period of hisTexile in London, which continued 
until his death in~i883 Though in teiTupted by occasional 
visIfs foTEe Continent, and though m part occupied with 
various revolutionary activities, Marx’s life during this 
lo ng period was primarily t hat of a recl use, whose waking 
h ours were spent in the British Museum in devouring 
blue-books AcTd to such aTmorbid life~air~the~ cares, 
privations, hardships, jealousies and suspicions insepar- 
able from the existence of a political exile and, on the 
materialistic conception of history, some progress may 
be made towards a comprehension of Marx and his 
writings 

With regard to these writings, it is doubtful whether 
any man living has read, may read, or should read them 
all For in the nature of thmgs, Marx was a volumin ous 
jo urnalist and (homd word) a publ icist In addition to 
hi s greater fi t&ces de risistance ( and the resisting power 
is great) he fs~therefore responsible for a copious 
pamphlet literature. ~ ~‘And"thBrg"1r his comipondence. 
But forthe ordinary man and the intelligent woman, 
three publications are sufficient, even if of these the whole 
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may not be necessary. Th ere is, firs t 
of Political Economy, datin g from i 8sq, which is rather 
by way of bein g a preliminary dr aft for Capital. Vastly 
mdre important dat ing , from 1848, is the Communist 
MtzntfelidrvtntteQ-m -conjunction with the faithful Engels, 
which is of interest..^ showing how completely, apart 
from the pseudo-ecQjBomc md .-scientific the main 

elements of the Marxian system had been outlined by that 
date Thirdly, there is Capita l, the complete a nd over- 
whelmin g sta tement, flf the Marxian system, of which the 
first~volume appeared in 1864 The sec ondhand third 
volugieOJOqr appear on Marx’s lifetime,. but" were 
edited by Engels, whose function it was to glue together 
the fragments and chips of the Marxiaa_.workshOp . 
Everyone has a duty to endeavour to read the first volume 
of Capital', no one need be ashamed to admit defeat at 
the hands of Volumes II and III 
As an aid to a comprehension of the essential doctrines 
of Marx, it may be convenient (even at the nsk of 
repetition) to endeavour to reduce his theories to a 
number of propositions The greater the complexity of 
a country, the more is a preliminary study of a map a 
wise precaution Leaving aside obiter dicta regarding the 
organization of society after the coming revolution (a 
topic on which Marx shows restraint) as being concerned 
with politics rather than with economics, and therefore 
outside our sphere, Marx’s doctri nes ma y, essentia lly be 
described as a theory of value” and^ o f^pro fitmaking 
(exploitation), rooted m a^ceftsurTview of the'march of 
history, and pointing forward* fo'the^subversiorT of the 
existing capitalistic system Putting aside,* therefore, 
doctrines regarding the dictatorship of the proletariat as 
lying outside the immediate purpose of this chapter, Marx 
may, accordingly, be summarized without injustice m 
six propositions, or — since the propositional form is hardly 
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necessary — i n six catchwords, two relating to the inter- 
pretation of histor y, two being e conomic in character, 
relating to value'ahd inferences therefrom, and two being 
ra T5er~ o f th e" natu re of prophecy 
Ttrsi/yTtKere is the so-called matenahstic concep tion of 
history, by which is meant that the dominating and 
determining factor m all history is economic in character. 

Secondly, this matenahstic conception of history finds 
it s expression in an u nin termitt ent class struggl e History 
is merely a record of class struggles, as soon as one is 
resolved, another is engendered The matenahstic con- 
ception of history and the class struggle furnish the 
sociological basis of the Marxian structure 
Thirdly, and coming now to economics, there is th e 
Marxian the ory of value, that is to say, the value of any 
commodity is merely the amount of labour, that is, of 
socially necessary labour, congealed in it 
Fourthly, applying this, we get the notion of surplus 
value The workman sells his Iabour~p6werT “which 
produces more than it is necessary to give the worker in 
the form of wages The difference is surplus value, which 
is pocketed by the capitalist and constitutes the exploita- 
tion of labour Herein lies the impulse to the class 
struggle between the capitalist and the proletariat These 
two last propositions together form the economic kernel 
of Marxism 

Fifthly, and approachmg prophecy, t he uncontro llable 
thirst of capital to increase the surplus val ue m every 
p ossible way leads7~and will lead, to increasmg m isery 
a nd degradation of the working classes, and to the forma- 
tion of an mcreasinglylarge Industrial Reserve Army of 
unemployed and under-employed 
Sixthly, and lastly, there is the Law of Capitalistic 
Accumulation The large capitalist devourTfhe smaller, 
so that the means of production become concentrated in 
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ever fewer hands Society becomes increasingly rent by 
commercial crises until the auspicious moment when the 
expropriators will be expropnated and the proletariat will 
enter into their heritage 

While an elementary discussion of Marx may be con- 
fined to an elucidation of what is involved in these six 
propositions, it is perhaps wise to preface a more detailed 
consideration by noting three points of more general 
interest Firstly, as to the nature of Marx’s masterpiece, 
Capital, viewed merely as a_book, is surely one o f the 
most bewildering.. of human productions It is safe to 
sa y— indeed it i s obvious fro m the CommumsT Man ifesto 
— that the^ j:onc 7 usions~ to be arrived at we re firmly 
implanted in Mar x’s mmd before he began to_ evolve 
his reas ons This in itself would be quite proper, if 
nevertheless an open mind were kept throughout But 
m reading Marx, one feels that he was so convinced of 
the truth of his conclusions that he became careless as 
to the arguments used, and m some of the argumentative 
passages it is difficult to resist the impression that he is 
intent on befogging rather than enlightening the reader 
The pedantic parade of learning, the display of rather 
puenie_mathematical iormuTseTlhe dexterous_skating on 
t hin ice, t he subtlety approachingjit Ti mes j?en k>usly ~near 
to sophistry, produce on the unsophisticated reader the 
impression that he is confronted with a juggler or a 
necromancer who could without difficulty elicit from the 
most unpromising hat a teeming progeny of rabbits In 
a book which, after all, attains the reasonable spacious- 
ness of approximately 2,500 pages, an author ought to 
have room to turn round and make his meaning clear, 
yet despite this, there are chapters, and these among 
the most crucial, where condensation is earned to the 
extreme limit of unintelhgibility As an economic 
argument, the whole array of these three volumes depends 
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on the proof of the labour theory of value which is 
contained in the first fifteen pages or so of the first 
volume Yet nowhere is there in pnnt such a miracle of 
confusion, such a supreme example of how not to reason 
If at the end of these fifteen pages, Marx has gamed the 
assent of his readers, it is assuredly the assent of despair 
and weariness, and not the assent of enlightenment. 

The second point relates to the influence of Hegel, the 
hero oFffie young men of Marx‘s youth Marx doubtless 
outgrew" his Hegelian period, and could even claim that 
his ’dlaTectlc method was the direct opposite of the 
Hegeli an, turning right side up what he had~found 
" standing on its head ” 1 These are forbidden pastures; 
it is sufficient to note that he never outgrew the Hegelian 
phraseology and its implications. Fundament al to Hegel 
i § the ide a of developmen t Every~ positi ve calls "fo rth 

its negativ e, which again creates the negation of the 
n egatio n, which, however, is not the original positive but 
something which unites the original positive and its 
negative Otherwise expressed, there is firstly the thesis 
whiclTcalls forth its antithesis, which again leads to the 
synthesis, in which both thesis and antithesis are com- 
bined Traces of philosophic phraseology do no one any 
harm, but a reperusal of the essential parts of Capital is 
apt to countenance the suggestion that, with Marx, the 
philosophic formula came first, and that the world was 
interpreted m accordance therewith The class struggle 
is but the thesis begetting and wrestling with the antithesis; 
when the dominant class is engulfed, then we have the 
synthesis, a new starting point in development Despite 
Marx’s affected omniscience, Capital reveals very li ttle 
real knowledge of t he world, as mdeed Uar x HfirougK out 
life, ^^singiilariy”bVtuse^tTi'regard t o tBeTfeeling sof 
his fel Tow-men HFwasloo much in the British Museum, 
* Capital, Preface, Vol. I, p 25 (Kerr). 
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A nd too little nn the Epsom Downs on Derby Day, and 
•t he mor e one reads Capital, the more one feel s that th ese 
t hings which he calls the capitalist aniTTE e prole tariat 
are aimn!c~abstractions who, with as little vitality as 
Tweedledum and Tweedledee," fight out TESFBattle to its 
appointed end in order that " a~ pEilo sophlcaTlormula 
may be fulfilled 

THe tTiircTge n e ra 1 point is Marx's relation to the cla ssical 
e conomists, in particular to Adam Smith and Kic ardo 
The finest flower of Marx’s con tempt is reserv ed for what 
he calli"~ 7r v ulga r econom y ^"^tfher^Ts Truth i n the 
jest which describes Marx as the last of the classical 
economists Smith an<TI?TcardoTiac( gropecT, wflh hesita- 
tippsand limitations, towajdsa labour theory of value 
Marx accepted the doctnne without hesitations and, 
greatly daring, added a proof of his own In other 
respects also, as in regard to the theory of wages, it has 
already been noted how generous Ricardo had been in 
furnishing bncks for the construction of the edifice of 
scientific socialism Not the least entertaining aspect of 
the great Marxian riddle is to observe Marx railing at the 
vulgar economists while he is meanwhile complacently 
arraying himself m their discarded rags and outgrown 
garments 

The Manifesto of the Communist Party has been so 
pre-emineniiy tne most influential ot t he wri tings of M arx 
that“ a^slight ~ conside raHonT QCthisZ^^ is 

desirable, u only to indicate how far the leading Marxian 
positions'^iad bee'h'~f e J acTied" 'Ey 1848 It differs from 
"C apifat above" all in its terseness, its twenty-two fiery pages 
comparing most favoumI^_wjtL the dreari- 

ness of its bigger brother Of its four sections, 1 it is the 

1 Section 1, " Bourgeois and Proletarians,” contains most ol 
•the essence of Marxism, section 2, '* Proletarians and Com- 
•munists,” leads up to the programme of the communists. 
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first, dealing with “ Bourge ois and Proletarians ," that 
is most relevant to the question - of Marxian doctrine It 
begins by striking a~cKaractenstic note “ The history of 
all hitherto existing society is the history ot class 
struggles n And in amplification : 

“ Freeman and slave, patncian and plebeian, baron and 
serf, guildmaster and journeyman, m one word, oppressor 
and oppressed, standing constantly m opposition to each 
other, earned on an uninterrupted warfare, now open, 
now concealed, a warfare which always ended either in a 
revolutionary transformation of the whole of society or m 
the common rum of the contending classes ’ ’ 

This is followed by an analysis of the existing situation 
and the process which has led to it, and above all a dis- 
cussion of what has been done by the bourgeoisie 
Despite its brutality, the bourgeoisie has not been useless, 
having indeed played its appointed part in history in 
destroying feudalism It has given a cosmopolitan 
character to the production and consumption of all 
countries ** To the despai r of reactionaries,* * as the 
manifesto says, it has~cut from "underTEe feet of industry 
it s "na tional basis, so that ~nafi6naT’~narrowness~~ and 
exclusiv eness have become~daiIy more and more unpos- 
sible Further (a characteristic note), rTTias” rescued a 
great part of the population from the idiocy of country 
life But just as feudal relations became so many fetters 
on production and had to be burst asunder, so also the 
day of the bourgeoisie is past: 

“ The weapons with which the bourgeoisie conquered 
feudalism are now turned against the bourgeoisie itself 

section 3, " Socialist and Communist Literature,” is an entirely 
unfair attack on previous socialist literature, section 4 is little 
more than peroration " The proletanans have nothing to lose 
but their chains They have a world to win " 
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But the bourgeoisie has not only forged the weapons that 
bring death to itself, it has also produced the men 
who will wield these weapons — the modem workers, the 
PROLETARIANS ” 

In the next passage the manifesto approaches the 
question of exploitation, without, however, relying on 
later refinements as to labour-power, value and surplus 
value “ These workers, forced to sell themselves piece- 
meal, are a commodity like every other article of com- 
merce . The cost of production of the worker is in 
consequence reduced almost entirely to the means of sub- 
sistence that he requires for his maintenance and for the 
propagation of his race " The pnce of a commodity, and 
therefore of labour, is at this stage equated to its cost 
of production Exploitation consists in the worker 
receiving “ his bare money wage,” and the burden of 
labour is increased (as is later, m Capital, the degree of 
exploitation) by prolongation of the working hours, 
increased speed of machinery, and the employment of 
women and children 

The increasing separation of society into two opposing 
camps is also a cardinal point in the manifesto 

" The little middle class, the small shopkeepers, trades- 
people, peasant proprietors, handicraftsmen and peasants, 
all these classes sink into the proletariat, partly because 
their small capital is not sufficient for modem industry and 
is crushed out in the competition with the large capitalists, 
and partly because their specialized skill is depreciated by 
the new methods of production Thus is the proletariat 
recruited from all classes of the population ” 

The increasing misery of the working classes is likewise 
more comprehensible here than in Capital: 

"The modem worker, on the contrary, instead of rising 
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with the progress of industry, sinks ever deeper beneath 
the social conditions of his own class. The labourer 
becomes the pauper, and pauperism mcreases even more 
rapidly than population and wealth." 

This means that the bourgeoisie can no longer assure , 
existence m slavery to its own slaves, and that therefore 
society can exist no longer under its rule In the cele-f 
brated phrase “ it produces its own grave-diggers " i 

Enough, and perhaps too much of the Communist 
Manifesto. Its significance lies in the fact that m a few 
brief pages it enables the reader to grasp the leading 
ideas of Marx, free from the mathematical and economic 
obfuscations which too frequently mar Capital H ere, in 
1848 , suprem e emphasis is already laid on t he contin uity 
o f the cla ss struggle, there is the sharp differentiation into 
two classes, into the lower of which aU. but a few are 
i nevitably thrust, there is the idea of the explo itation of 
t he worke r, though the conception may lack ^precision of 
definition; and lastly there is implied the inevitable march 
of-history, s o th at the capitalistic system engenders within 
itself the seeds of its own destruction. All these are pure 
Marxism, and except for some pseudo-scientific elabora- 
tion (particularly with regard to value and surplus- value), 
Marxism is little else 

Having seen how far the essential Marxian positions are 
already enunciated in the Communist Manifesto, it may 
be convenient to consider in slightly more detail the series 
of propositions on page 299, wherein an attempt was made 
to reduce Marx to tabloid form T he first two— the 
materialistic co nception of histo ry an d the clas s st ruggle — 
may be taken tog et her, and inasmuch as they are scarcely, 
if af all, m attersj pf econoim c doctrineTtHey may be 
disposed of summarily. Although^!! ls~ customary to 
regard fSe~matenah stic conceptibn oi history as of the 
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essence of Marx's doctrine, the beginne r may nevert heless 
se arch diligently in Ma rx's better-known worEsltnd find 
no clear explanati on of what the gr eat pri nciple inv olves 
It is, apart from a few occasional passages, rather a 
pervading assumption, and for a relatively clear statement 
one must turn to Engels rather than to Marx Perhaps 
the most definite state ment m Marx's o w n mifaags is 
contained m the preface to the Critique of Political 
Economy, in which the most crucial sentences are these 

“ The mode of production in material life determines the 
general character of the social, political and spiritual 
processes of life It is not the consciousness of men that 
determines their existence, but, on the contraiy, their 
social existence determines their consciousness ”* 

In its original form, if one may appropriate a phrase 
from Engels, this meant that " the final causes of all social 
changes and political revolutions are to be sought, not in 
men’s brains, not m men's better insight into eternal truth 
and justice, but m changes in the modes of production 
and exchange ” 1 2 It is not the philosophy, but the 
economics, of each particular epoch that provides the 
essential cause of change In consequence, art, religion, 
law and all the rest of it do not mould economic condi- 
tions, on the contrary, they are the outcome of these 
conditions The far-fetched lllustiations of the matenal- 

1 p ii Still better known as a locus classtcus is the passage 
m the preface to the Communist Manifesto, written by Engels 
after Marx’s death "The pervading and basic thought of the 
manifesto is that in every historical epoch, the prevailing mode 
of economic production and exchange, and the social organiza- 
tion necessarily following from it, form the basis upon which is 
built up, and from which alone can be explained, the political 
and intellectual history of that epoch, that consequently the 
whole history of mankind has been a history of class 
struggles ” 

2 Socialism, Utopian and Scientific, p 45 
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istic conception of history, which were at one time put 
forward, need not detain us It is sufficient that m its 
nnginftl farm ftp doc trine w as untenable, and was not 
i ndeed maintained by Enge l s wi thout devas tating m odi- 
ficat ions That history, to be comprehensible, must take 
account of the kitchen larder, is a truth which few would 
deny, but equally, there is a great deal more in history 
than the economic factor Man does not whol ly or 
e xclusively crawl on his, belly, t here are aU m anner of 
enthusias ms, loyalties, inspirations spurring men to action, 
which are nieveitheless entirely uneconomi^BuIwliich may 
y et reac t on economic conditions Above all, the action 
of mind on mind which, with its remoter consequences, is 
one of the greatest of all influences in the world, eludes 
economic explanation. Assuming that it may be possible 
to explain how Dante, Mahomet, Calvm, Marx, Mr Lloyd 
George and Mr George Robey could only have occurred 
when they did m fact occur, there remains the much more 
difficult question of explaining how or why they occurred 
at all It is even more difficult to explam how the great 
man finds his ‘‘sounding-board," which may carry his 
influence erratically to different parts of the world, for 
Calvin might not have found his Knox, Marx might have 
had no Lenin In interpreting histo ry it is well to be 
humble and perhaps even agnostic, realizing that the 
hi story of man is mou lded bv many factors, of which the 
economic is mere ly onej and that perhaps not necessarily 
t he most imp ortant 

The class struggle is likewise merely an unjustifiable 
generalization of a very partial truth In the. true 
Marxian statement, th e existenc e of the class strug gle is 
hnked~~fo~the materialistic conc eption of history by a 
" Consequ ently ” fas nr Engels). But it is surely the most 
inconsequent consequence The economic fact or (and it 
is not to be underrated) may manifest itself otherwise than 



3 08 DEVELOPMENT OF ECONOMIC DOCTRINE 

m the cl ass str uggle Moreover, one could only postulate 
ffiefilbiquitous existence of the class struggle if men were 
everywhere, predominantly if not exclusively, moved by 
economic motives, and were moreover conscious where 
their economic interests lay In more orthodox and 
hackneyed phrase, they should be moved by enhghtened 
self-mterest But, on the contrary, men are moved by all 
sorts of ideas — patriotism, religion, fanaticism and love of 
liberty — which may conflict with their mterest, or the 
interest of their “ class,” whatever a class may be But 
indeed, waiving the wider point, the whole idea of a class 
struggle is perhaps a petitio prtncipu The dividing lines 
in society are many , but men do not feel them selves to b e 
a group or a class until they have acted a s a group or a 
class. The consciousness pf solidarity is not the cause of 
commonjiction, but is rather the consequenceTof such 
common-action Whenever men act together with any 
pleasure of continuity, then there will emerge a feeling of 
solidarity, which will contmue so long as m fact they act 
together Nor need the bond connecting them be economic 
in character But the idea of an inevitable, universal, 
all-embracmg solidarity of the working cl asses is the merest 
delusionr There may be conflict of inter ests be tween 
different grades in tbfc- sam e -industry , between different 
industries in the sajne country, between the - workers in 
different countries ~ ““ 

The fundamental error in the Marxian statement of the 
class struggle has two aspects Firstly, Marx visualiz ed 
th e proletariat as an idealiz ed work er, and he was t here- 
for e able to mv est the proletariat with a unity w hich it 
does not m fact pos sess Secon dly, he regarded this 
unified " proletariat ” as being end owed with the peculiar 
properties' oTTKe n economic jpan ” It is curious once 
again to observe how, when that anaemic ghost the 
“ economic man ” was falling mto disrepute, Marx seized 
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on the remnants of the classical school, and produced not 
one, but a whole race of economic men The final 
trumpet-call of the Communist Manifesto provides a 
cunous commentary on all this interpretation of history. 
For there should be no need to summon, with the aid of 
the largest capitals, the workers of all lands to unite, unless 
in fact they had been previously disunited But if previ- 
ously disunited, one is tempted to inquire whether their 
disunion had by any chance been caused by conflicting 
interests, or to ideal causes such as patriotism and religion 

T urning to the econ omic kernel, we are confronted with 
the Marxian t heory 6r^aTue7“^ch'mzdresvaiue merely 
the expression of the amount lif'IaTxmr embodied m a 
commodity" Up To a certain point this is merely a trans- 
plantation from Ricardo, but whereas Ricardo allowed for 
modifications, and was obviously increasingly beset with 
doubts, Marx p ushed to its rigid and universal extreme 
the doctrmelhatliU value springs from, and is, labour— 
i mpelled thereto, doubtless, by the necessity of proving 
the central doctrine of exploitation Further, wher eas 
Ri cardo did not really attempt to prove the proposition, 
M arx, mo re courageous, essayed to give a rigorous and 
e xact demonstra tion; and indeed on thisl-demonstration 
r ests the whol e y&st. superujciunbent weight of the three 
volumes of Capital 

The demonstration, such as it is, meets the reader in the 
first section of the first chapter of Capital, and it may have 
proved a contributory cause m deterring many readers 
from faring further Briefly—' very briefly — the argument 
is that wealth is an immense accumulation o f com modities, 
a commodity being a tEng. That .satisfies human wants 
Every u seful thi ng is an assemblage of many properties, 
an d may therefore be of use in various ways If a thin g 
h as utility , it is a use- value, but commodities are also 
the depo sitories of exchan ge- value Approach now the 
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question of exchange- value, which at first appears as a 
quantitative relation If a number of things — x blacking, 
y silk, z gold — exchange for each other, then each as an 
exchange-value must be replaceable by any of the others 
If we take, then, an equation representing equality of 
exchange (e g., i quarter com=x cwt iron), then we may 
mfer that in i quarter of com and in x cwt iron there 
exists in equal quantities something which is common to 
both, and to this third thing, which is neither of them, 
both must be reducible 

What, then, is this mystenous property which lies 
concealed in equal quantities in a shilling’s worth of fresh 
butter and a shilling’s worth of tm -tacks 5 Firstly and 
obviously, it is not the geometric al or c hemical o r physical 
pro per ties Theseonly engage our attention so far as they 
affect tiie utilities of the commodities ” TToFTiiaS the 
undetected common property anything to do with the 
utilities of the things As Marx somewhat pedan tically 
expresses it, " the exchange of commod ities is evi dently 
afflict 'Characterized by a total ab straction from use- 
value n> It is Indeed just because things have different 
use-values that they are exchanged, and it is certainly 
true that a wise man will not confuse the uses of butter 
and tin-tacks Then, says Marx^ taking a might y leap, 
the commodities represented In our equati on " hav e only 
one_cgnanion property left, that -of being products of 
labour " If Jthings,.are of equal- excha nge- valu e, this 
merely means that each contai ns, congealed mit, the same 
am ogfird Of uman labou r r ~ 

Such, leaving aside a good deal of unnecessary mysti- 
fication, is the essence of Marx’s proof of the labour theory 
of value Certain points at once strike even the most 
befogged reader In Jhe _first place^ Mar x assu mes that 

'Cap^al, Vo\ I, chap x. sec i, pp 41-44 (Edition published 
bv Kerr Chicago, but the pagination is not uniform in all 
editions ) 
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e verything that has v alue is the product of human lab our, 
at the crucialpoinT of the argument, it is found tSat this 
is the on ly qu ality common to two ttungT’oT' equal 
exchange- value “ Virgin soiL natural meadows/ r Marx 

allows to have use- value. but not value 1 This, however, 
is too obviously to shut one’s eyes to half the problem. 
Whether we like it or not, things which are not the product 
of human labour may, and do m fact have, exchange- 
value, but all such things are inferentially excluded before 
Marx begins his winnowing process in sear ch o f the 
meanin g a nd cause of value In Bohm-Bawerk's famous 
phrase^ he arts like one who. urgently desKungJo bring a 
wh ite ball o ut, of Jhe urn. takes care to s ecure th is result 
by putting in white balls only 
The s econd noticeable peculi arity of the Marxian 
demonstration is that it rests on the perfectly leg itimate. 
out highly dangero us, method of exclusion There is no 
di rect pro oi-thaL vaiue e^presses tKe amo unt of labour 
co ngealed irt a commodity. tKIs coh^us ion, at best, merely 
e merge s from the purported exclusion of every other 
posiiWe solution But a generation familiar with detective 
literature should know that this is the kind of proof on 
which a well-advised jury will convict, only with the 
utmost hesitation You dare not hang the heroine merely 
because everyone else supposed to have been on the 
premises on the fatal night can show a clean pan: of hands 
You never can tell A closer inspection might have 
revealed the butler behind the curtain or the pantry-boy 
under the sofa In. the present case , Ma rxtumed a blind 

eye to a whole regiment of pantry-boys who* soJanfrom 
being-ceucealed; -wer&-^Mmg -osteritatio;iftly-dn- the most 
conspicuous chairs In particular, there is theirapQrtant 
el ement of scarcity m relation to human desire, the fact 
that thing s may have value in proportion to the desires of 


* IbitJ Vol I, p 47 
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men to possess them Otherwise expressed, Marx, here as 
elsewhere, neglects the whole side of human demand. He 
approaches value solely from the side of supply His 
demo nstrat ion is fallacious because, restmg on exhaustion, 
it obviously does not exhaust 

, Thirdly, Marxes attempt at the outset to side-track the 
'element of utility is again little more than mystification 
It may be true that the use-value of blacking is different 
from that of silk, and that exchange only takes place 
S because these articles serve different purposes But the 
fact that each of these commodities has utility is assuredly 
not ignored m the process of exchange Nor indeed does 
Marx for any length of time maintain the contrary The 
idea of utility is an inconvenient thing to have about the 
premises while he is establishing his mam proposition, so 
he incontinently bundles it out at the front door But when 
his labour theory of value has been proved, he gently 
opens the back door for its readmission “ Lastly/' h e 
says at the end of the section, " nothing c an have va lue 
without being an object of utility ,ri Here, then, after 
the fair is over, is one overlooked factor common to things 
which have value 

The objection that identical commodities may represent 
different amounts of labour Marx meets, quite legitimately, 
by the contention that it is not the labour of this or that 
worker (which may vary according to his resources and 
his industry) which determines value What is decisive 
is the labour time socially necessary to produce an artic le , 
and thisumplies the normal conditions of p rod u ction at t he 
time ^as also the average degr ee of skill .and intensity of 
l abou r 9 If articles continue to be produced by antiquated 
methods, the amount of labour so mvolved will not deter- 
mine value, since in this case an amount of labour greater 
than is socially necessary will have been expended More 
1 Ibid , Vol I, p 48 1 Ibid , Vol I, p 46 
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open to objection are the further refinements necessary to 
make the theory fit the facts It has been shown that 
utility was grudgingly admitted to be essential to value, if 
the thing turns out to be useless, so also was the labour 
mvolved 1 As Marx imperturbabl y p utsjt," the_ labour 
d oes not coun t a s labour ” — though there "might be 
di fficulty in persuading, the worker to accept wv pay-day 
th e conseq uences of this point of view So also a glut 
proves the expenditure of more time than was socially 
necessary, g enerally speaking, labour spent on anyth ing 
" co unts effect ively only in solaiTaslt is spent m a form 
t hat is useful for others ” 2 Somewhat similar is Marx's 
treatment of the difference between skilled and unskilled 
labour, and between labour of different qualities For 
Marx all labour is reducible to what he calls " human 
labour in the abstract,” or *' simple average labour ” — a 
curious fiction which implies that there is labour which is 
neither the labour of the tailor, nor the weaver, nor of any 
other specific worker But if, as is admittedly the case, 
there are different qualities of labour, how are they to 
be expressed m terms of that underlying jelly to which 
labour is ultimately reducible? Marx's explanation is 
illuminating * 

“ Skilled labour counts only as simple labour intensified, 
or rather, as multiplied simple labour, a given quantity 
of skilled being considered equal to a greater quantity of 
simple labour Experience shows that this reduction is 
constantly being made The different proportions in 
which different sorts of labour are reduced to unskilled 
labour as their standard, are established by a social 
process that goes on behind the backs of the producers, 
and, consequently, appear to be fixed by custom ” s 

This, clearly, is to argue in the most vicious of circles; 

1 Ibid , Vol I, p 48 1 Ibtd , Vol I, pp 51-51 

97-98 
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for this mysterious social process that goes on behind the 
backs of the producers is nothmg else than the rude deter- 
mination of the market-place The world’s coarse thumb 
and finger determine that the products of A and B shall 
exchange m the ratio of 5 4, and Marx thereupon says 
that B’s labour “ counts ” as i£ times as much as that 
of A When the ratio as so determined in the market 
changes to 10 9, there will be a consequent change m the 
ratio in which the labour of the workers is “ counted " 
But a theory designed to explain what takes place in the 
market cannot appeal to the market to provide a varying 
formula which, when applied to the theory, will make the 
theory tally with the facts But this is what Marx does 
throughout Labour determ ines value, but to the e xtent 
t o which it is misapplied or applied in exce ss, it “ does 
not_coimt_as. labour, ’ ’ or requires.. fix.- be graded down 
Different kinds of labour are to be regarded as s imple 
labour multiplied if you would know to what extent any 
kmcTof labour must be multiplied in order to yield the 
right answer, all that is necessary is to look at the right 
answer as supplied by the market, and deduce therefrom 
the necessary multiplicator Thus by ignoring labour 
where necessary, by grading it up or down as the situation 
requires, it ought to be possible to secure that the facts 
and the theory are happily mated 
T he analysi s of surplus value is enveloped i n a con sider- 
able m ass of metaphys icaj s ubtl ety, 'but the essence of the 
i dealsjnot nhscu re The problem, putting it popularly, is 
to ascertain wherein lies the secret source of the increase 
of capital Marx makes much, play with the two for mulae 
representing the circ ulation of commodities. C- M-C (where 
a cwnrnodl^ris exchanged for money, and subsequently 
reconverted into a commodity), and the alternative cir cuit, 
M-C-M (in which money purchases a commodity which is 
again transmuted into money), or since the capitalist is 
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ma rked by a boundless greed after nches, the formula 
should m acLpro perlv^ be M -C^M 1 (wherelilT^Tii + gM) 
TKe~wisereader will waive aside the three points in which 
the formulae are similar and the nine m which they are 
dissimilar. In the first formula (C-M-C) there can be no 
increase, because equivalents are exchanged for equiva- 
lents, m a sentence which sums up the perverseness of 
the Marxian theory of value, at least as expounded in 
Volume I, " t he value of a commodity is expressed in 
i ts price be fore it goes into circulation, jmd is therefore a 
pr ecede nt condition- Of drCffTafionT not its result ” f Nor 
can a surplus emerge Cbm circulation of commodities 
merely by selling them above their value, for in that case 
what one gams another loses After further refinements, 
Marx concludes that the source of increase of wealth must 
be sought in the firsfpbrtibn of M-C-M, though not m the 
v alue o f the commodity hdught, which is indeed paid for 
at its full value 2 The source must he m its use-value 
THere must be somewhere m the market a mysterious 
commodity " whose use-value possesses the peculiar 
property of bemg a source of value, whose actual 
consumption, therefore, is itself an embodiment of labour 
and, consequently, a creation of value ” 3 This mysterious 
co mmodity is la bour-power, which, as he elsewhe re 
exprelses it. is a ~ sour c e not only ot value, but of m ore 
valueJ hao^it.hasj.t.sd f ” 4 

Divested of its wrap pings, the doctnne of sur plus value 
becomes clear Labour-power, like everything else, has 
its value, it is^(we are back at the unrefined Ricar3o) 
" the Yrvhf of th° jnea ^ subsistence necessary for the 
m aintpnanrp._nf thq labourer ”* Bui wfien put to u se, 
la bour-p ower jwill produce more th an this If fiveT hours’ 

’ Ibid , Vol I, pp 175-176 4 Ibid , Vol I, p 216 

* Ibid , Vol I, p 185 • Ibid . Vol I, p 190 

» Ibid , Vol I, p 186 
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labour are sufficient to produce what is required for the 
maintenance of the labourer, and if the worker, havmg 
sold his labour-power for the day, is required to work ten 
hours, these five additional hours, representing surplus 
labour, will yield surplus value The Marxian doctnne 
on this point may be summed up in the two contentions, 
firstly, that all value springs from laboui, but, secondly, 
that labour m return receives merely the means of 
subsistence The difference is the exploitation effected by 
capital 

That all value comes from labour is further accentuated 
by a point on which Marx lays much emphasis, and 
which ultimately leads to the undermining of the Marxian 
edifice This is the important distinction between constant 
capital and variable capital 1 By constant capital is 
meant the means of production, the instruments of labour, 
etc —loosely, we may say machinery By variable capital 
is meant that part of capital represented by labour-power 
— in effect, wages Capital may therefore be of different 
organic composition (high or low) according as the ratio 
of constant to variable capital changes Now it is of the 
essence of the Marxian theory that the whole of the surplus 
value comes from the variable capital Whatever be the 
longevity of a machine, its total value will be gradually 
transferred to the product during the years of its working 
period 3 "In the value of the product, there is a 
reappearance of the value of the means of production,”* 
but no more Even more tersely, " machinery, like 
every other component of constant capital, creates no new 
value, but yields up its own value to the product that it 
serves to beget ” 4 The consequences of this doctnne, that 
all surplus value (1 e , all profits) spnngs from vanable 

1 Ibid , Vol I, chap 8, especially pp 232-233 

'Ibid , Vol I, pp 226-227 

* Ibid , Vol I, p 231 

'Ibid Vol I D A21 
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capital, and from vari able capital a lone, will call for 
consideration later - 

Such,' then, is surplus value, but inasmuch as “ capital 
nas one single life impulse, the tendency to create value 
and surplus value,” 1 the capitalist machme, once it has 
begun to grind, will strive to make the surplus value a 
maximum The obvious method is to extend the hours- 
of labour. 

A B 1 B C C* 

1 I I ! 1 

If AB is the " necessary labour time,” then a prolongation' 
of the working hours from AC to AC 1 will increase 
the surplus value, so likewise will a curtailment of the 
necessary labour time from AB to AB 1 To this latter 
is to be ascribed the immanent tendency m capital “ to 
heighten the productiveness of labour, m order to cheapen 
commodities, and by such cheapening to cheapen the 
labourer himself ”* Surplus value will also be increased 
by “ nibbling at meal-times,” by day and night work, by 
the relay system, by roping in the labour of women and 
children All these represent the ‘ ' vampire thirst for the- 
hvmg blood of labour ”* 

» Ibid , Vol I. p 237 

* Ibid , Vol I, p 351 

» Ibid , Vol I, p 282 It ia perhaps worth while to quote one* 
of the purple passages with which Marx studs his volume " But 
in its bund unrestrainable passion, its were-wolf hunger for surplus- 
labour, capital oversteps not only the moral, but even the merely 
physical maximum bounds of the working day It usurps the* 
time for growth, development, and healthy maintenance of the 
body It steals the time required for the consumption of fresh 
air and sunlight It higgles over a meal-time, incorporating it 
where possible with the process of production itself, so that food* 
is given to the labourer as to a mere means of production, as- 
coal is supplied to the boiler, grease and oil to the machinery 
It reduces the sound sleep needed for the restoration, reparation, 
refreshment of the bodily powers to just so many hours of torpor 
as the revival of an organism, absolutely exhausted, render* 
essential It is not the normal maintenance of the labour-power 
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The defects of the foregoing analysis are sufficiently 
patent It is common to observe that Marx, m the first 
place, entirely omits the element of time, and that his 
doctrines therefore imply the illegitimacy of interest His 
discussion of interest, when it comes (Volume III), is 
wholly inadequate, in the place where a discussion would 
be in point, he tells us that " mterest is a mere fragment 
of surplus value 1,1 For Marx, money is still barren, and 
his objection to the public debt is that “ it endows barren 
money with the power of breeding, and thus turns it into 
, capital” 2 So also the importance of directive and 
managerial functions is almost unmentioned 3 Yet it is a 
well-known fact that of two businesses, with apparently 
similar advantages, one may prosper and the other may 
head determinedly for the bankruptcy court, even though 
! the labour-power exerted in the two cases may be 
^identical But apart from these difficulties, the Marxian 
explanation suffers from two inner inherent contradictions 
(or two aspects of the same contradiction) from which 
it never escaped, and on which it finally made shipwreck 

which is to determine the limits of the working day, it is the 
greatest possible daily expenditure of labour-power, no matter 
how diseased, compulsory, and painful it may be, which is to 
determine the limits of the labourers' period of repose Capital 
cares nothing for the length of life or labour-power All that 
concerns it is simply and solely the maximum of labour-power 
that can be rendered fluent in a working day It attains this 
end by shortening the extent of the labourer’s life, as a greedy 
farmer snatches increased produce from the soil by robbing it of 
its fertility " (Vol I, pp 291-292) 

1 Ibid , Vol I, p 644 

* Ibid , Vol I, p 827 

* Possibly the only reference is m the chapter on Co-operation, 
where it is argued that wage-labourers cannot co-operate unless 
they are employed simultaneously by the same capitalist, and 
therefore, " that a capitalist should command on the field of 
production, is now as indispensable as that a general should 
-command on the field of battle " (Vol I, pp 362-363) This 
says nothing, and what is said rather sounds as if Marx's tongue 
were in his cheek 
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in the third volume In the first place, if all profit springs 
fro m vanable capital and none fr om mach inery, then it 
is"t He~height of folly ever to introduce machin ery, a nd it 
IT a po or explanation to. suggest'that the capitalist does 
noTkno w what he is doing Marx realizes the' difficulties 
of this - " con traffic tion which is immanent " l in the 
apphcation of machinery, but his observations leave it 
barking for solution in the minds of all readers On t he 
Ma rxian theory, with every progr ess of ca pital t o a h igher 
proportion of constant capital, [ there will fee^ diminution 
of profits, since profits com e sol ely from lafro ur. which 
admi ttedly represents a contin ually smaUer proportion of 
totaTcapital With every step forward which the capitalist 
makes, he thus more deeply cuts his own throat Surpl us 
value calls for, and can only arise from, the existence of 
vastmassjsjDf workers, the Marxian analysis shows an 
mniasmg army of unemployed, displaced by machinery 
which can yield no profit 

The other flaw is a variant of this, and is m a sense 
even more fatal If pr ofit springs on ly from the labour 
employed, and in no wise fro nTthe co nstanfcapltal, then 
the rate of profit TrTdifferent industries wflTvary according 
a s~fhe pro portion" of variable capital is ^Kiglf o r low 
When there Is much van able cap ital (1 e , in more primi- 
tive and undeveloped industries) the rate of profit will be 
high; m industnes which have_ haf Extensive, ressrt to 
machinery the rate of pro fiTwilT be lo w Marx admitted 
wiHTpraiseworthy frankness that the observed facts were 
in glaring contradiction with the law so ascertained 

“ This law clearly contradicts all expenence based on 
appearance Everyone knows that a cotton spinner, 
who, reckoning the percentage on the whole of his applied 
capital, employs much constant and little vanable capital. 

1 Ibui , Vol I, p 445 
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does not, on account of this, pocket less profit or surplus 
value than a baker, who relatively sets in motion much 
variable and little constant capital For the solution of 
this apparent contradiction, many intermediate terms are 
as yet wanted, as from the standpoint of elementary 
algebra many intermediate terms are wanted to understand 
that o/o may represent an actual magnitude ” x 

The subsequent history of this conundrum furnishes one 
of the few comedies of economic literature The promised 
solution did not appear in Volume II, but references 
to it figure largely m the preface written by Engels, above 
all m the form of a challenge addressed to the followers 
of Rodbertus For if, a sjwaS-Xl aimed. Marx had p lagiar- 
ized R o dhert nfy now (and that right early, before the 
publication of Volume III) was the time for those who had 
championed Rodbertus to vindicate his claims by produc- 
ing the correct solution of the riddle The odd thing is 
that many socialists and economists did in fact respond, 
and took part in the competition to the extent of specula- 
ting as to what the Marxian solution was to be But 
indeed it ought to have been clear a pnort that there 
could be no solution, since irreconcilables cannot be 
reconciled, nor can harmony be established between two 
contradictory propositions — unless by the simple expedient 
of dropping one of them overboard Contemplatin g the 
" Russian campaign of disaster ’ ’ organized bv E ngels. 
LoffaTan enthusiastic’ admirer of Tilarx, even suggests that 
thepTol^^ Mane m getting on with Volumes II 

andllT^wererdu^'fo'T ’re'sni zatoi ’nt tfreTmpending ruina- 
tion of hTs li fe's Wo rk - ” “ Is there any reason for surprise 
aTMarx’S hesitation to publish this so-called defence, need 
we wonder that his hand trembled, that his spirit quailed, 
before the inexorable act of destruction 5 ”* 


1 Ibtd , Vol I. p 335 


* Lona, Marx, p 78 
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The solution offered to the undiscemmg in the third 
volume m explanation of the existence of a uniform rate 
of profit is embedded in a good deal of arithmetical 
illustration Briefly, it amounts to this Employers are 
not to be viewed m isolation A group of enterprises, 
w ith different proportions of variable and constant c apital, 
should be replaced by an ima^nary^entenSrise', "com prising 
thejotal qf_allt^c§pflalsof the members of lie group 
AsThis process of averaging~cannbr5e limited,' It means 
that all employer s are to be regarded as one group,' m 
whiclTlEesurplus value gained by all is distributed 
among all The possibility of a uniform rate of profit 
thus emerges, but it is on condition that some thmgs sell 
above and some below their value. 1 This uniform r ate of 
profit is arrived at by competition, and capital everywhere 
looks Tor the average profit Thus, "there emerges a 
dif ference b etween value and pnce, and henceforth it will 
onljTbe on rare occasions, indeed only by accident, that 
tfieTsurplus value really producedirf" any gTven~b ranch of 
industry will correspona to W e profiI ~corifarhed~m the 
sellmg'pnce Of the commoWty—WeliccidentaT cas£~ansing 
w here the'Trom posltitm'hf jfoe capital (as* berween"c6nstant 
andvariable] is "exactly the average of the sum total of all 
capitals 3 Elsewhere the products of industries, with a 
proportion of constant capital above the average, will sell 
at a pnce above their value, while in the contrary case 
they will sell below their value T hus the desired uni form 
ra te of pro fit is established, but at the cost of sacrificing 
the whole of the first volume of Capit al, for the inspired 
d octrine of" the 'fujF vblu me, that thmgs’ exchange in 
accordance witETthe congealed labour they contain , is 
i gnWru nfotisly "tSssSd overboard. This is the ** solemn 
mystificafftm which Cona speaks In fact, Marx has 
replaced Volume I by a mere cost-of-production theory 

» Capital, Vd III, p 186 * Ibid, . Vol HI, p 198. 

L 
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■such as a vulgar economist like Adam Smith might 
have evolved in his most vulgar and least enligh.ened 
moments Things exc hange according to their c ost of 
production (wKiclrTnHu3es a normaPrate of profit) 1 
Ifjsj rue that they still have a “value ’’which differs 
in general from the pnce7~but m a “ value~ '"which is 
an ahstracLixie^aphysical conception , and which Is uni- 
formly ignored m the market-place, few of us have any 
lively interest 

The rem aining parts Marx— relating to the Industrial 
Reserve Army” and "the Law of the Concentration of 
CapitaL^ are joerhaps~In the field of vaticination rather 
than_of economic analysis, and may therefore be dealt 
with^ more summarily The existence of the Industrial 
Reserve” Army is, above all, due to* thV progressive use 
of machinery, anri-aU-.that.Mainrihys on t his s ubject IS 
in a sense vitiat ed by the .flaw which he openly ~a3mits, 
fh at asnopro fit can an§e from machinery, the progressive 
mtroduction of rnachmery must lead to a curtailment of 
surplus value Accepting, however, the were- wolf greed 
of'capftaTJor surplus value, it is clear tha t surplus y alup- 
may be mcrgj£gd„ either .hy„mcigas mg the amou nt of 
lab our ex acted, oj .hy-dixxunishing the numb er of hours 
d unng which the wo rke r milg t l a h?ur provide his 
necessary mai ntenance 3 (the distinction between absolute 
and relative surplus value) Herein, as has been noted, 
lies the interest of capital in increasing the productivity 
of labour, it makes the worker cheaper Hence also the 
Sign ificance of d iv^inn nf lahnnp, W hirh ™lk for prndnr- 
ftOlTon a jxm^derabk 5Caler-*ftd- therefore requires that 
ffitT lminimum amount, of capit al should be consta ntly 

1 " That price of any commodity, which is equal to its cost 
once plus that share of average profit on the total capital 
invested m its production . . is called its price of 
production ” (Vol III, p 186) 

a Ibid. , Vol I p 351 



KARL MARX 


323 

increasing 1 But once introduced, machinery clamours 
tcTbe Increasingly used It is to the interest of the 
employer that the machinery be used as long each day 
as possible, 2 apart from prolongation of hours, there is 
a similar impulse to intensification by increasing the 
speed of the machinery and by requiring the worker to 
tend more machines But all this means the displacement > 
of the worker " the workman becomes unsaleable, like/ 
paper money thrown out of currency by legal enact-\ 
ment ” 3 

Putting the pomt in technical Marxian phraseology, the 
advance of accumulation connotes an increasing propor- 
tion of constant to variable capital, in other words, the 
demand for labour must fall progressively 4 ThereTs 
thus a relative ' su ipTuTpo p ul a ftori produced, which forms 
a " disposable Industrial Reserve" Army, 1 ’ which still 
be longs t o capital, and which is retained to provide “ the 
possibility of throwing great masses of' men" suddenly on 
the decisive points without injury to the scale of produc- 
tion in other spheres ” 5 The Industrial Reserv e Army 
plays a quite peculiar part ' in M arxi an theory Its 
expansion an<T contraction 15 i mplicit in the explana tion 
of “ cnses^r^tEe general ~ movements of wag e s, are 
e xplained by what "happens to £Ee Tndustnal Reserve 
Army. In periods Of stagnation it ' weighs down the 
aCSve labour army, while in times of activity it keeps 
its pretensions in check * 

To complete the picture, it is necessary to bear in 
mind what is happening at the other end, m the Law of 
Capitalist Accumulation " One capitalist al ways k ills 
many ” T Marx here has implicit faith in tneT big 

* Ibid , Vol I, p 395 * Ibtd , Vol I, p 694 

* Ibid , Vol I, p 441 • Ibid , Vol I, pp 699-701. 

» Ibid . Vol I, p 470 f Ibtd , Vol I, p 836 

4 Ibid , Vol I p 690 
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battalio ns The battle of competition is fought by cheap- 
ness, but cheapness depends on productiveness, and 
productiveness on the scale of production “ Therefore 
the larger capitals beat the smaller Competition 

always ends m the ruin of many small capitalists, 
whose capitals partly pass into the hands of their con- 
querors, partly vanish ’ ' 1 Such, then, is the diagnosis of the 
natural trend of events At one end, the larger capitalists 
devour each other like monstrous pike in a pond, growing 
ever larger m size, ever fewer m number at the other 
end there is a vast Industnal Reserve Army of unem- 
ployed and intermittently employed sunk in increasing 
misery — at one pole accumulation of wealth, at the other, 
accumulation of misery, agony of toil, slavery, ignorance, 
brutality, mental degradation So increasingly, until the 
final catastrophe, which can be fittingly presented only 
m the words of Marx himself 

“ Along with the constantly diminishing number of the 
magnates of capital, who usurp and monopolize all 
^advantages of this process of transformation, grows 
|he mass of misery, oppression, slavery, degradation, 
exploitation, but with this too grows the revolt of the 
working-class, a class always increasing m numbers, and 
disciplined, united, organized by the very mechanism of 
the process of capitalist production itself The monopoly 
of capital becomes a fetter upon the mode of production, 
which has sprung up and flourished along with, and 
under it Centralization of the means of production and 
socialization of labour at last reach a point where they 
become incompatible with their capitalist integument 
The integument is burst asunder The knell of capitalist 
private property sounds The expropriators are ex- 
propriated ” 2 

It is unnecessary to consider how far Marx m these 

1 Ibid , Vol I, pp 686-687 * Ibid , Vol I, p 837 
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matters has proved a prophet of repute, or by what 
glosses it may be possible to make him appear as such. 
To the doctrine of the Industrial Reserve Army — in the 
sense in which Marx used the term^-subsequent histo ry 
has given no support, with regard to the increasing 
degradation ot the working classes, hie is equally at sea. 
In extenuation, itlKould be”ForneTiTrnTnH that all Marx’s 
ideas were forme d before 1848, a nd that his subsequent 
reading was very l argely devoted to a sTudy of the' more 
repellent "aspects’ ot the Industrial "Revolution in the 
halcyofi dayTof unrestrained! aissez-faire The functions 
of~trade ^unions , the possibly beneficent activity of the 
State were outside the scope of Marx's vision A better 
case can be made in justification of the law of capitalistic 
concentration Concentration there certainly has been; 
but it has been concentration of control, not of owner- 
ship, and the whole Marxian thesis demands concentra- 
tion of ownership as of the essence of the doctrine So 
likewise, between the two extremes, the Marxian prophecy 
has found no fulfilment The population has not been 
th rust ruthlessly into two opposing c amp s, "fHerelTstill an 
i ntennediat e grade whic h some how contrive s to p ay its 
ta xes and surv ive 

llut quite apart from the minor question of the justice of 
the Marxian prophecy, the state of society visualized by 
Marx is m itself sufficiently cunous to provoke wonder A 
so ciety consi sti ng l argely of a n army of unemployed (and 
that m pre-insurance Act days), leavened bv a f ew rema in- 
i ng capitalist s^ relying incre asingly on the use of mach inery 
(which on the* Marxian theory yields no profits), is m it sel 
a bundle of glaring contradictio ns For whom, under these 
conditions, are the dark satanic mills supposed to gnnd 
out goods? Obviously not the Industrial Reserve A rmy, 
whose home is the workh ouse, ancfwh o have no purch as- 
ing power A sbe l'ore , Hlarx entirely overlooks the side 
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dem and P roduction cannot go on unless there is a 
market- for., thet.^gpods, and in reading Marx, a nd m 
co nte mpla ting the population drifting into -the Industrial 
Reserve and sunk in increasing misery, one 

inevitably wonders where the market is to be found 
Marx remains, and probably always will remain, one of 
the riddles of the nineteenth century He set out to be 
“ scientific,” to produce what the reviewers would call a 
cogent piece of reasoning, and, undoubtedly, the whole 
system is extraordinarily closely knit together, the various 
points are admirably dove-tailed Yet no system of 
thought has suffered such complete bankruptcy as the 
Marxian His philosophy of history was to all intents 
disowned by Engels, the fallacies of his economic doctrine 
have been so ruthlessly and frequently exposed, that they 
scarcely any longer furnish even satisfactory examination 
questions, his prophecies have perversely refused to be 
fulfilled All this, moreover, is acknowledged even by 
those who honour him most Take, for instance, \Ir 
Beer, w ho says that Marx 's theory -of-value-and surplus 
value h a ve_ rather _Jtfee significance of a jpolitical and 
social "‘Sloga n than of an economic ^ tru th }_j > r tak e Mr 
Laslci,~w Ko^isrnis seLtlie-iiieofv-of-value-as one that has 
noFstood the test of cj^ticism, as out of harmony with 
the~facts, and as farLfro m se lf-consistent 1 2 Yet, desp ite 
thi Tbankruptcy. Marx co ntinues To live and to be a vital 
force Indeed, Marx is one of those writers in whose case 


refutation is a singularly futile exercise He is a legend, 
he is, in the Sorelian sense, a promulgator or ” myths ” 


myth emb odies what one wishes to belie ve, and so long 
as the belief has power to inspire action This point of 


1 Beer, The Life and Teaching of Karl Marx, p 129 

a Mr Hearnshaw’s Survey of Socialism contains an interesting 
nosegay of socialist utterances on Marx in a similar sense 
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view is admirably, if somewhat unblushmgly, put by 
Mr. Beer, who, h aving dismissed the M'arvian-^nnnmirc: 

as a " political slogan , * ’ adds th at “ such m ilitant 

p hilosophie s need not in themselves Be true, only they 
must accord with the sentiments of the struggling mass 
aitfnfa page later) the doctrines of Marx " will for long 
have the force of trathloj Ihe masses, and will continue 
to "fiTove them " l This is somewhat too blatantly to 
reduce "Mark To a sacred he, whose falsity is known to the 
elect, but which serves its purpose so long as it misleads 
others 

An entirely different line of defence is, however, 
possible It consists m arguing that Marx has been 
completely misunderstood, that he was not, m fact, dis- 
cussing the market-places of the world and the employers 
and the employed who elbow each other there, but an 
abstract world of his own thought and his own creation 
H ere, for instanc e, is Croce • 

“ The capitalist society studied by Marx, is not this or 
that society, historically existing, in France or m England, 
nor the modem society of the most civilized nations, that 
of Western Europe and America It is an ideal and 
formal society, deduced from certain hypotheses which 
could indeed never have occurred as actual facts in the 
course of histoiy ”* 

It is interesting to observe that Croce prefaces his remarks 
by saying that it does not appear that Marx himself 
always realized fully the peculiar character of his 
investigation Whatever contortions may have resulted 
from the conflict between the first and third volumes, jt 
is indeed abundantly evident that Marx would have been 


was 

have 


1 Beer, op ett , pp 130-131 
■Croce Historical Materialism p 50 
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e xisted in the course of hist ory, 1 and it is also obvious 
that those with whonfMarx has had most influence, have 
in fact shared his failure to realize the pecuhar character 
of his investigations 

Whatever may be thought of the nddle of Marx, It 
remains beyond question that he has been the dominant 
force in the whole of the subsequent development of 
socialism Whether that influence has been a beneficial 
one may perhaps be doubted, and there are at last 
some indications of a tardy realization of the fact that 
Marx, shifting the car of socialism on to the wrong lines, 
has had a degrading effect on the whole sociahst move- 
ment 

Ddlwrons-nous du Marxtsme is the significant title of a 
recent French volume, and Mr de Man’s thoughtful work 2 
is a reasoned statement, from the socialist point of view, 
against the assumptions of Marxism What Marx d id 
for socialism may be seen by contrasting his spirit and 
that ofhTs desprsed predecessqrs , and a sociahst indictment 
of Marx would probably concentrate onthr££L points 
In the "first place, in putting forward a “ sc ientific ” type 
of sociaHsinTTie deliberately and ostentatious ly e hminated 
the moral basis of socialism and the appeal to justice 
Marx" cared for none of these things, the coming of 
socialism was to be scientifically demonstrated But after 
the moral appeal had been thrown aside as mawkish 
sentimentality, the scientific proof, which was to take its 
place, has collapsed So cialism can only regain its m oral 
b asis by being deh ye reddfonTMar xism The second" m ain 
cr iticism was urgealong ag o .b y Mazzmi in a frequen tly 
quoted phrase “ Hatre d.” he. said of Ma rx. " outweighs 

1 So also a perusal of the little book by the Master of Balliol 
would probably have caused Marx to raise his eyebrows Marx 
of all men, would have objected to being explained away 

* Translated as The Psychology of Socialism 
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love in his heart." T he early socialists had been inspired 
b y a~larg?hearted love, the gospel of M ar x is a gospel 
o f hatred an d envy and mal evolence, setting t he class 
st rugg le in the centre of things, and appe aling to. all the 
lg nobler passi ons Consistently he looks downwards and 
not - upwards The third point of criticism is akin to this. 
It is t hat with Marx, socialism.- de finitely b ecomes 
s ection al There is a grand catholic ity about the early 
socialist visions, theirs was a paradise i nto whicE all 
nu ftht en ter But the Marxian h e aven rests on a s trict 
separation of the - elect from those fore-ordained to damna- 
tion - buc hTias~heen'the legacy of Marx to the socialist 
movement, he has shorn it of its idealism, and to the 
u tmos t of His influence made it sordid, he has infused into 
it a leaven of hatred and intolerance, he has deprived it 
ofits universality Sufficient reason indeed for the d evout 
socialist to pray tojbe dehvered from Marxism t How far 
these baser elements were the reflection of Marx's warped 
and cankered personal character would furnish material 
for an interesting, but perhaps an irrelevant, study 
Those who desire enlightenment may find instruction in 
the biography recently written by that enthusiastic 
Marxian, Mr. W. Ruhle. 



CHAPTER XII 


THE AUSTRIAN SCHOOL THE THEORY OF THE MARGIN 

The present chapter is designed to give some account of 
the leading members of the Austrian school, which m 
popular acceptation has become identified with the 
development of the “ margin " as an economic tool with 
far*reacMn^--fafmfic9Tt5nr The Austnans, however, are 
scarcely to be apprehended without some reference to their 
predecessors, and it may therefore be expedient in this 
case to make a slight departure from the procedure 
followed m previous chapters, m which, so far as might 
be, all but the leaders have been jettisoned for the 
purposes of elucidation The Austnans represent the 
culminating point of a well-defined line of thought, and 
although the word “ Austnan " has become consecrated, 
it is further significant that, quite independently of the 
work of the leading Austnans, t he mam tenets o £-the 
Austnan point of view were expressed almost simultane- 
ously by Jevons m England, and by the younger Walrasl 
m Lausanne The net must therefore be spread wider in 
this chapter, though the mesh must still be sufficiently 
large to allow some quite considerable fish to escape 
Putting it crudely, and subject to later refinements, the 
essentials of the Austnan school may be reduced_to three 
cardmaTpuints — Pl fsflyT as agains t aU b&st-o j-produ ction 
th eories of value , they held that value es sentially sp nngs 
f rom utilit y, t hat it reflec ts the miruT oT aTperson who finds 
something useful? ' secon cTIy 7 ~th at~t £is value is determ ined 
‘ ~ 330 
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at the " margin," that is to say, tt^L successucfi portions 
of a gooa Having diminishing utility, the crucial use which 
determines va lue is the least imp ortant use- to Jtfhich the 
good,” having regard to ifhe amount available, can be put. 
aird~thTrdlyTTKat valuer reflected back from t hings c on- 
sumed to the agents which produce these commodities, 
that is to say, .that value sanctions costs, and is not caused 
by costs ' ’ ’ 

Earlier Anticipations 

Before the appearance of the Austrian school, these 
essential points had frequently gamed expression, though 
at times rather incidentally and without a full realization 
of their import Reference has been made in Chapter X 
to some interesting passages from Say in this sense 
When Archbishop Whately opined that pearls were not 
valuable because men dived for them, but rather that men 
dived for them because they were valuable, he was 
expressing, without its refinements, one aspect of the 
essence of Austrian doctrine Of the very considerable 
number of early waters who might be, and have been, 
cited as foreshadowmg, in one way or another, the 
Austrian school, the most interesting is perhaps Condillac 
(1714*1780), who m Le Commerce et le Gouvernernem, 
published in 1776, ma intained that the value of things was 
" founde d on thei r utility, or what comes To tfttr*same 
thing, the need we~have of them, or what again comes to 
the same thing*. the .usejwe can make of them ” N 5 T only 
so, buTthe value of thin^TIeT^< 371 ncreases in rarity 
and diminishes with abundance, so that, with sufficient 
abundance, it may fall to the point of being nil Thus, 
with Auguste Walras later, he makes value depend on 
" raret6," if only this '* raretS ” could be assessed* ** The] 
greater or less degree of value, utility being the same, 
would be based solely on the degree of 4 raret6/ if this* 
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degree could be known with precision ” But since it 
cannot, there enters an element of human estimation 
which, in times of dearth, for mstance, magnifies the 
shortage Thus the true value " remains unknown and, 
assuming constant utility, value is founded not so much 
on the " raret4 ” or abundance of a commodity, as on the 
opinion we form regarding its “ raret£ " or abundance 
On these lines Condillac adumbrates a wholly subjective 
theory of value, it is only necessary to add further his 
essentially Austrian dictum that " une chose n'a pas une 
valeur parce qu’elle cofite, comme on le suppose, mais elle 
cotite, parce qu’elle a une valeur ” 

Turning to this country, an mteresting place among the 
forerunners of the marginal theory is occupied by W. F 
Lloyd (1794-1853), who, as Professor m the University of 
Oxford (1832-1837), was under obligation to publish one 
lecture a year. T he lecture for 18^ on “ The No tion of 
V alue 1,1 i s_ a remarka ble anticipation of the general hne 
oftKought of the AusTnans, and indeed the usual type 
of illustration relating to the housekeeping worries of 
Robinson Crusoe is here in abundance From the case of 
the hungry man havmg one, two or three ounces of food 
at his command, Lloyd deduc es the general principle that 

“ while he is scantily supplied with food, he holds a given 
portion of it in great esteem — in other words, he sets a 
great value on it, when his supply is increased, his esteem 
for a given quantity is lessened, or, m other words, he 
sets a less value on it ” 

Even more interesting is his " good rule for distinguish- 
ing between utility and value." " To obtain the idea of 
the utility of an object,” he says, " imagine what would 
happen, what inconvenience would arise, from the loss, 
not of that object alone, but of the whole species to which 

1 Reprinted in the " Economic History Supplement," No 2, 
of the Economic Journal, May, 1927. 
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that object belon gs In the case of water for instance 
nTwhat predicament should we find ourselves if we lost 
not a particular pailful but the whole element of water > 
But value represents a different kind of idea it attaches 
to an object in possession which cannot therefore be 
unlimited In the case of the overturned pail of water 
the value is at once determined for us either by the 
inconvenience of leavmg unsatisfied the particular want 
for which the consignment of water was designed or by 
the trouble of going back to the well for more water 
Here is clearly prefigured the idea of total utility and the 
marginal utility (the determinant of value) arrived at 
by considering the inconvenience resulting from tl e 
destruction of the last unit of a store 


Auguste Walr as 

About the same time France supplies an important 
anticipator of certain of the essential ideas of the 
marginalists in Auguste Walras 1 (1801 1866) who m 1831 
published a work entitle? De ta Nature de la Richesse et 
de l Ongine de la Valeur It is a book which is marked 
m the crucial parts of the argument by a convincing 
clarity which is peculiarly French and throughout by a 
tendency to repetitiveness which is peculiarly his own 
His incursion into economics was in the first place a by 
product of other studies He was primarily interested in 
natural law and the the ory ~o T ~ property and turning to 
w riters on~ecoin^icsTpr enh g htenmen ron the meanin g oi 
we alth h§ found himself in the confusion of tongues 


tu rnecT empty awa y 


have a common pn gin in t he limitation of certain epo ds 
l ararete de certains oSjefs jit jles^^Ttis this limitation 
1 Born at Montpellier 1801 Professor of Rhetoric at Evreux 
1831 Professor of Political Economy at the Ath 4 n 4 e Pans 
1835 later Professor of Philosophy at Caen His son Leov 
Walras perhaps a greater man earned on his tradition 
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©r “ raret6,” that gives things value, it makes them 
capable of being appropriated, and thus value is an idea 
pnor to that of property Value is thus a complex idea, 
implying a comparison with other things, and ultimately 
their exchange, exchange implies property, and property 
imphes limitation, for if all desirable things were unlimited, 
there would be no property, just as there would be no 
exchange 1 

Walras proceeds to analyse with great mcisiveness 
current views on the source and origin of value In the 
mam he holds that these fall into two schools, those who 


based it on utility, represented by French writers, and 
those who, like the English economists, tended towards 
a labour or cost-of-production theory 2 * Taking the first 
of these explanations, i f utility be the explanat ion, then, 
whereyerjhfire-is_utihty, th ere also should val ue exi st 

Th ey exist m such abundance that every one" can take 
" k son aise et k foison rr without anyone be ing tKe reby 

so me' who possess them, a nd finme who do n ot 3 It is, in 
6hort, a characteristic of all wealth, of all things possessing 
value, that they should be limited, and this limitation 
estabhshes a natural disproportion between the sum total 
of these goods and the sum total of needs which claim the 
possession of these goods 4 It is this that constitutes 
“ raret6 ” — a word not used m the popular sense which 
clings to “ rarity,” but merely denoting an insufficient 
supply to meet all claimants It is t o this " raret& ” alone 
t hat value is d ue Whatever'Tias “value owes its value 
entirely to this’ principle of limitation Utility is not the ' 
cause, though it may be a necessary condition # Having 


1 De la Nature de la Rtchesse, pp 18-19 

* Ibtd , p 21 

* Ibtd , pp 37-38 


* Ibtd . p 41 

* Ibtd , p 44. 
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regard to the principle of “ raretd " which underlies all 
value, Walras in an acute phrase suggests that one might 
be tempted to call Political Economy not so much the 
science of wealth as the science of poverty 1 

Turning to the other explanation, t he cost-of-prod uction 
t heones, W alras holds that the underlying assum ption here 
is that all values a rg_products, and that the val uT o f any 
object represents the time and the iabourTosT m obtainin g 
it, assuming— as is sometime^ ^one— that' all TEe pt her 
productive services can be resolved into labour But this 
does noFcarry the analysis far enough " The value ofl 
the products (on this view) represents the value of the 
productive services, and it is only because the productive 1 
services have a value that their product can have one I 
But we are concerned to know why the productive services 
have a value, and if the productive services are merely 
labour, why labour has a value ” 2 — and this latter 
question is one which, according to Walras, Adam Smith 
never asked 

That the value of labour comes from its “ raret6 ” is a 
proposition hard to advance m an age that knows the 
problem of unemployment, which mdeed was known 
likewise m the time of Walras But with the utmost 
ingenuity he avoids the obvious pitfall, shifting the weight 
of the argument to the element of time 

“ There is no work that can be accomplished but with 
time and on certain conditions But tune is not for any 
of us an unlimited good . Our life is short and our 
days are numbered Time is for each of us a precious 
thing because it is rare And since labour can only be 
accomplished with time and on conditions more or less 
onerous, it follows that labour has a value ”* 

So with the other agents of production Land an d 
c apital _&re alike limi ted, jmdjhereiore-frot k hav ^ 3 V 3 1|1A 

1 Ibid , p 81 * Ibid , p 166. • Ibid , p. 167. 
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Their services command a price, and the price is obviously 
merely the natural consequences of their limitation or 
" raret6 1,1 There is here an obvious kinship with 
Cassel’s principle of scarcity. So, Walras claims, the 
principle of demand and supply consecrates under another 
name the principle he has developed; for supply is merely 
the sum or quantity of the product, while demand is the 
sum of needs which demand satisfaction, " raret 4 ” is 
[merely the relation which exists between the two But 
even more fundamentally, that a thing may be demanded, 
it must be hmited, that a thing may be supplied, it must 
be limited likewise Only on the assumption of “ raret6 ” 
do the operations of the market-place acquire a meaning 
Walras has great merit m underlining one aspect of the 
problem of value, which later became an essential point 
in the Austrian structure His weakness is equally 
obvious He leaves the idea of " raretl ” somewhat 
vague, and makes no approach to correlating value with 
increasing degrees of " raret6 ” The furthest he gets is 
to define " raret 4 " as existing in a certain disproportion 
between goods and the need of these goods How various 
degrees of “ raret6 ” would react on value, he leaves 
undiscussed. 


Gossen 

It is now generally accepted that, apart from such 
incidental anticipations as are indicated above, t he first 
reas onably complete statement of margmahst doctnne was 
gi ven by Hermann Heinnch Goss en 2 (1810^1858) in an 
extraordinary work pubhshed in 1854 8 The history of 

1 Ibtd , p 177 

* Bom 1810 at Dflren, in the Government service without 
conspicuous success, retired 1847, and devoted himself to writing 
his book 

» Entwichlung der Gesetxe des menschltchen Verkehrs und 
der daraus fit essenden Regeln ftir menschltches Handeln 
References are to the recent edition published by Prager, Berlin. 



THE AUSTRIAN SCHOOL 337 

this book is one of the curiosities of economic literature. 
Entirely neglected on its publication, the unsold copies 
(which must have been virtually the whole stock) were 
called in by its disappointed author shortly before his 
death in 1858 Its hfe hung by a footnote m Kautz, 
which was sufficient, a generation later, to stimulate the 
mterest of the economic bloodhounds and set them on its 
track It has since then, of course, been reprinted, but 
it may be doubted whether the number of those who 
conscientiously read its two hundred and seventy-seven 
pages has thereby suffered any material increase 

Gossen's book is mdeed one of those that are made not 
to be read. It is repellently mathematical, with whole 
pages given over to symbols or to lists of numbers, even 
worse, it is chaotic, worse still, one can hardly escape the 
impression that the author had a bee, or several bees, in 
his bonnet The reviewers of 1854 are hardly to be 
blamed if they left Gossen to languish in the list of 
" Books received ” 

Yet to us to-day, dipping into The Laws of Human 
Intercourse in the light of all that has since then become 
commonly accepted doctrine, Gossen’s is a sufficiently 
remarkable book His attitude is brazenly utilitarian, he 
out-benthams Bentham in his assertion that the object of 
every man is to raise his enjoyment of life to a maximum. 
But, Gossen hints, we cannot run bald-headed at our 
enjoyments There are after-effects, and there are dis- 
appointments; a pleasure may generate later a feeling of 
the opposite kind The fundamental principle, then, is that 
man should so direct his actions that the sum of his enjoy- 
ments m life should be a maximum; and this, moreover, 
is in accordance with the will of the Creator 1 

We are therefore acting in accordance with the divine 
command when we seek to find out the laws which 

1 Entwichlung dtr Gesetxe des men<:chhchen Verkehrs, p j. 
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regulate our pleasures Enjoyments, m fact, are marked 
by two characteristics firstly, the magnitude of an enjoy- 
ment diminishes progressively until satiety supervenes, 
and secondly there is a similar diminution m repetitions 
of the same enjoyment Not only is the initial satisfaction 
lower, but its duration is also shorter, and, moreover, both 
lands of diminution are more marked, the more frequently 
the repetition occurs Gossen cites the usual illustrations 
the first bite tastes the best the second less good, still less 
[the third The second principle is illustrated by the poor 
man who finds much more pleasure m his Sunday roast 
than does the plutocrat who is so unfortunate as to have 
one every day in the week 1 
From his analysis of enjoyments Gossen elicits three 
fu ndamental p rinciples which illustrate his pleasure and- 
pain philosophy Somewhat abridged, the essence of 
these is as follows 

t Tn the case of each enjoyment there is a manner of 
enjoyment, chiefly dependent on the frequency of 
repetition which will make the sum of enjoyments a 
maximum If this maximum is attained a more 
frequent or less frequent repetition will dimmish the 
total enjoyment 

2 \When there is a choice between several enjoyments 

but insufficient tune to enjoy all completely, maxi- 
mum enjoyment requires that all should be partly 
enjoyed, even before the greatest of these enjoyments 
has been exhausted At the moment of breaking off, 
the enjoyment which is bemg derived from each of 
the possible hnes should be the same 

3 \ Thirdly and rather oddly the possibility of increasing 

the sum total of enjoyments is presented whenever a 
new enjoyment (however small in itself) is discovered 
1 Ibid pp 4-6 
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or an existing enjoyment extended Blessed indeed 
is he who m vents a new pleasure . 1 
Gossen's theory of value is intimately interwoven with 
this principle of diminishing satisfaction The prevalent 
confusion m economic doctrine, he holds, springs exclu- 
sively from different conceptions of value Nothing has 
led to such unfortunate results as the " fiction of an 
absolute value," whereas in fact there is nothing in the 
external world which possesses such an absolute value 3 
External things have value for us, he declares, according 
as~they help us to attain the purposes of life, m mo re 
utilitarian language the magnitude of v alue is measured 
by the extenr of^lSL emoyment or sati sfaction w hich 
anythmg yjeld s * On this he enunciates the essentially 
marj^naust principle that the individual “ atoms " (this 
is Gossen’s word) of any consumption-good have highly 
different values Moreover, for any man only a deter- 
minate number of these atoms has value, and beyond this 
point an increase is valueless, the point of valuelessness, 
however, is only reached after value, as represented by 
successive atoms, has gradually passed through the most 
diverse grades of magnitude The first atom has thel 
highest value, each additional increment has a smaller' 
value until worthlessness supervenes 4 
Moreover, in his analysis of value, Gossen is led to a 
classification of goods which is strongly suggestive of that 
advanced by Menger at a later date, and m his use of this 
classification in connection with the problem of the deter- 
mination of value, he is the angel of Wieser He divides' 
goods mto three classes: firstly, consumption - goods 
( Genusstntttel ), and above this goods of the second andl 
of the third class Goods of the second class are comple- 
mentaiy goods— the pipe and the tobacco, the oven and 

1 Ibid . pp 11. ia, at. 1 Ibid , p 24 

1 Ibid , p. 46 * Ibid , pp 31, 33. 
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l the coal, the cart and the horse. The third class comprises 
Jproductive-goods, whose purpose is to create consumption- 
Igoods. 1 The significant thing with regard to Gossen is 
that, in discussing the value of the goods of the second 
and third classes, he plots out, if he docs not lose himself 
in, the field in which later Wieser was to disport himself 
In the case of complementary goods, value is to be 
ascribed (Werth zuzuschreiben ist) because they are of 
assistance m preparing the way for a satisfaction, but 
what value should be so ascribed is not easy to determine 
The combined value of the goods will be given by the 
satisfaction which m combination they yield, but beyond 
this one cannot go with precision, since they have value 
only when combmed, and individually they " will have 
value only so far as there is an intention to supply the 
missing units ” So, m the case of goods of the third class, 
the estimate is "mediate” (erne mittelbare), value can 
only be ascribed to these m so far as they are of assistance 
in producing a consumption-good, and they are worth 
exactly as much as is represented by the assistance they 
lend in producing these Here — except that Gossen uses 
the word ‘ ‘ zuschreiben ” whereas Wieser uses “ zurech- 
nen ” — is the core of Wieser’ s productive contribution 
In two other respects Gossen's anticipations of the future 
deserve at least to be recorded His lengthy and rather 
peculiar d efinition of " w ork ” need not concern us 
unduly, except to the extent that it is based on the idea 
of " work ” as a " disutility ” which is to be balan ced 
ag amstthe" utihty~resulting from it It follows, therefore, 
that work should be continued until a negative balance 
emerges from the process Work, he tells us, is something J 
undertaken to produce a satisfaction, that is, to create/ 
something of value, and it follows that we are in a position 
to increase the sum total of the enjoyments of life by work,' 
1 Ibtd, , pp 24, 25, 26 



THE AUSTRIAN SCHOOL 


341 


so long as the satisfaction created by the work is to be 
estimated as higher than the inconvenience caused by the 
work 1 

So also, i n his study of the question of exchan ge and 
the limits to which exchange should profitably be earned, 
he uses the machinery of marginalism and the conception 
of equi-marginal value For any given person, exchange 
will continue to be advantageous until die last atoms of 
the objects under consideration have for him equal value 3 
In the light of these illustrations, it is not too much to say 
that m Gossen’s long-neglected work there may be found 
all the essential ideas and much of the technique of the 
Austnan school. 

Jevons 

The importance of William S tanley Tevons 3 (1835- 1882) 
lies in the fact that simultaneously with, and mdepend- 
ently of, the Austnan school, he elaborated ideas funda- 
mentally identical with theirs, and can thus claim to be 
one of the onginators of the marginal school 4 Jevons’s 
Theory of Political Economy (published in 1871, the same 
year as Menger’s Grundsatze) is inspired throughout by a 
“ fear of the too great influence of authontative wnters on 
Political Economy,” and there is in him not a little of 
conscious revolt against great names So far as concerns 
method, he is an uncompromising advocate of the mathe- 
matical character of economics *' Economy, if it be a I 
science at all, must be a mathematical science.” 4 It is 

1 Ibid , p 38 

* Ibid . p 8 A 

* Bom at Liverpool in 1835 For a tune in the Mint ot 
Australia, 1866-1875 Professor of logic and mental and moral 
philosophy at Owens College, Manchester, and lecturer in 
political economy, 1875-1880 Professor in London 

4 The other non-Austnan founder of the Austnan school, 
Leon Walras (son of Auguste Walras), must be crowded out 
here His Elements d’Economie Politique Pure dates from 
1874, and he is thus slightly later than Menger and Jevons 

1 Theory of Political Economy, p 3 
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bound to be a mathematical science because it deals with 
| quantities, with things which are capable of being more or 
I less m magnitude, indeed there cannot be a true theory of 
'.Political Economy which dispenses with the aid of the 
differential calculus Accepting sound utilitarian principles. 
Political Economy thus becomes a calculus of pleasures 
and pains, and if Jevons has doubts as to how far it is 
possible to conceive a unit of pleasure or pam, he takes 
refuge in the thought that the mmd of the individual is 
the balance which makes its own comparisons If we may 
not estimate, we may at least compare, since " pleasures J 
in short, are for the time bemg as the mind estimate^ 
them ”* And for the immediate purpose, to compare is 
even more important than to measure 
Jevons’s central doctrine, which he challengingly places 
in the forefront of his book, is what he calls " the some-) 
what novel opinion that value depends entirely upon' 
utility,” 2 and he claims that it is possible to amve at 
a~ satisfactoiy theory of exchange (including as a con- 
sequence the ordinary laws of supply and demand) merely 
by tracing out the natural laws of the variations of utility 
" as depending upon the quantity of commodity m our 
possession ” This, of course, is merely the core of Gossen, 
as it is of the marginal school Utility is not an inherent 
quality, rather is it “a circumstance of things arising 
out of their relation to man’s requirements,” 3 and m which 
the amount already possessed is therefore a material factor 
Taking the too familiar case of water, “ all that we can 
say, then, is that water up to a certain quantity is m dis- 
pensable, that furfEer^quantities will have various degrees 
of utility; btit that beyond a’ ‘certain point, the utility 
appeare fo"c£as<r ,y * AikTiH generaTTBFlaSne - principle 
holds* ,1f lHe3Sery~sam e articles vary m- utiirtv-according 
as we a lready possess more orjess of the sam e article ” 

1 Ibid , o iQ * Ibtd , p 2 * Ibid , p 5a * Ibid , p 53 
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Jevons is thus led, with the aid of curves now known 
to every beginner, to distinguish between the total utility, 
which may be great — indeed infinite, when a question of 
maintaining life is involved — and the utility belonging to 
any particular portion which, if it is possible to increase 
the supply, may become as low as we choose For the^ 
utility of the last portion, Jevons uses the phrase " final 
degree of utility," and much confusion in the past has, 
he contends, been caused by failure to distinguish between 
the total utility of a commodity which may be very great 
and the final degree of utility, which, by abundance 
verging on superfluity, may be reduced to zero 1 Such 
old conundrums as the comparative value of gold and iron, 
of water and benedictine, and all the other usual examples, 
rest fundamentally on a confusion with regard to the mean- 
ing of the word " value ” Water, if we talk sloppily with 
our eyes on value-in-use, may be said to be of infinite value, 
but weighed drop for drop in the balance of exchange, it 
makes a poor show against benedictine Jevons would 
say that, so far as there is a mystery, it is because we 
confuse total utility with the final degree of utility 

Here, then, is what for Jevons is the “ all-important 
point in all economical problems,” viz , the variation of 
the function expressing the final degree of utility, a 
function which " vanes with the quantity of commodity, 
and ultimately decreases as that quantity increases 
The same pnnciple explains, for Jevons, the distribution i 
of a commodity between vanous possible uses, a classical 
point in the later statement of the Austnan school.' 
Barley may be used to make beer, spmts, bread, or to 
feed cattle and so on The theory of utility shows that] 
the distnbution between the vanous uses should be so 
assigned that the final degree of utility in the vanous direc- 
tions should be equal 8 

1 Ibtd , oo 58-61 * Ibid , p 5 a. * Ibtd , pp 68-70. 
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With this doctrine of diminishing utility, Jevons works 
out a theory of exchange The word “ value," owing to 
its homd confusions, he would discard, and substitute for 
it the expression “ ratio of exchange," 1 a suggestion which 
has not prevailed against the power of custom The value 
of a commodity, if the " dangerous term " may be per- 
mitted, is measured not by total utility, but by the 
intensity of the need we have for it, in even more precise 
language, “ value m exchange is defined by the terminal 
utility " 2 The theory of exchange corresponds, the result 
of exchange is that all commodities sink to the same 
level of utility in respect of the last portions consumed 
The opposing doctrine that value is caused by labour, 
or that it is proportional to labour, Jevons dismisses very 
curtly as one " which cannot stand for a moment " 3 As 
he truly says, la bour once spe nt has no influence on the 
future value of anyarticIeTTn TKisTsphere ’oTIife bygones] 
are for ever bygones 4 Yet though he holds that the value' 
of labour is determined by the value of the produce, and 
not the value of the produce by that of labour,® his 
complete statement contains concessions which would 
considerably placate an upholder of the labour theory 
For labour, though never the cause of value, may be the 
deter mining circumstan ce, and in deed h e_proves as a rider 
to His own theory that m the case of articles which can 
be produced in ^greater or less qu antity, exc hang e will take 
place mjhe-xatio fiflhe ^uantihes produced by the same 
quan tit}L.jof labour • In this case, then, Jevons's view 
would appear to be that what is wrong with the labour 
theory of value is not that it is untrue, but that it gives 
the wrong reason for the truth which it declares 
As distinguished from the earlier forerunners, Jevons 

1 Ibid , p 83 4 Ibid , p 159. 

• Ibid , pp 83, 130 • Ibid , p 161. 

• Ibid , p 157 • Ibid , p 18a 
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and Leon Walras (whom we can but distantly salute) are 
almost entitled to be regarded as extra-mural founders ol 
the Austrian school, which we are now in a position to 
consider The outstanding leaders of this group were 
Menger, von Wieser and Bohm-Bawerk, with perhaps Sax 
as the leadmg representative of those who might be called 
followers 

Menger 

Of these, Karl Menger 1 (1840-1921), though the least 
known in this country, has distinct priority in time, and, 
notwithstanding a smaller literary output, was probably 
the most influential of the group. His Grundsatze der 
Volkswrthschaftslehre, published m 1871, really estab- 
lished the school Menger starts with a bold assertion 
of the universality of cause and effect The transition 
from a state of want to a state in which want is satisfied 
is, like everything else, the result of causation Here, 
then, is the subject of his analysis lhose things which 1 
have the capacity of being placed m a causal relationship 
with the satisfaction of human needs are called utilities 
In so far as we have power to place them m this connec- 
tion they are called " goods " a 

That ajhing ' '-good,” four conditions are 

necessary There must be ajiuman need, theJhjngjnust 
have such ^uadEc^^iaiaLle.-at.to he placed in relafaon- 
ship with the satisfaction of the want; this causal rela- 
tionship must be recogniz ed, a nd, lastly, there must be a 
power t 5 ~ qisposeof the thing m such' alway that it can 
sahsfyjthe want All these things are essential, if any 
of the four is lacking, the thing loses its quality as a 

1 Born 1840 at Neu Sandez in Galicia, student at Prague, 
Vienna and Cracow, Professor of Economics at Vienna, 1873; 
private tutor to Pnnce Rudolf of Austria Returned to academic 
work, and finally retired from the university in 1903. In 1900 
was made a life member of the Austrian Upper House. 

■ GrundsStze, pp i-a 
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"good 1,1 This looks hornbly abstract, but it is subtly 
devised with a view to further argument 
The s atisfaction of needs, then, is the primary considera- 
tion, buTat once we come to a distinction, and it is th e 
first Jtmdament al point , in Menger There are goo 3 s 
which Can be immediately applied to the satisfaction of 
our needs, as, for instance, bread Such he defines as 
" goodsjoL-the-ik sl ord er " But apart from these, there 
are many things which indubitably possess the marks of 
" goods," but which nevertheless stand in no immediate 
causal connection with the satisfaction of our needs 
Their function is to produce goods which do, these are 
goods of the second order, and exist to produce goods 
of the first order with which, directly and without any 
mediation, we satisfy our needs Beyond these are goods 
of the third order, which produce goods of the second, 
and so on, as far as human ingenuity cares to go ‘ 
Beyond the bread is the flour, beyond the flour, the gram, 
beyond the gram, the field and the plough, beyond the 
plough, the iron While, then, it is essential that a good 
should stand in causal relationship to the satisfaction of 
our needs, this relationship need not be direct 2 
Menger at once proceeds to use his theory of the order 
of goods in such a way as to foreshadow one of the 
corner-stones of the marginahst theory To produce 
goods of a lower order, the co-operation of several goods 
of a higher order is required, to produce bread calls not 
merely for meal or flour, but also for water, all the 
baker’s contrivances, fuel, and the baker alone knows 
what else These are complementary goods With regard 
to these Menger lays down two propositions which are 
significant, even if reasonably obvious The first is that 
goods of a higher order only retain their qualitv as goods, 
if we can dispose of the corresponding complementary 
1 Ibtd , p 3 * Ibid , pp 8-9 
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goods— though it is true that they may retain this quality 
in respect of other goods which they may also assist in 
producing Thus pipes cease to be goods when the 
tobacco crop entirely fails, except in so far as they may 
remain goods for the purpose of producing soap-bubbles I 
The second proposition is that goods of a higher order 
only remain goods so long as the goods of a lower order, 
whose production they serve, retain the quality of goods 
When golf goes wholly out of fashion, not merely do the 
golf-clubs become useless, but all the machinery used 
specifically and exclusively for the production of golf-clubs 
will also, in that fell day, cease to be goods 1 

It will be seen to what distant end Menger is tending 
The decisive position is occupied by the goods nearest 
the consumer, the goods of the first order, all others 
derive their importance from these, and have their 
justification m these, and they only live as goods to the 
extent to which they are countenanced by goods of a 
lower order 

The n ext important point in M pn ff^ r arises from his 
distinction between economic and non-econom ic " goods,” 
and the inTeren^r’3rawn th eTelr’om ft” r e qm res~'IMe to 

produce goods of a lower order from those of a higher, 
and the man who regulates his life on economic principles 
( der wtrthschaftende Mensch) looks ahead and balances 
the want ( Bedarf) against the quantity of goods available 
Three cases may anse Th e want or need mav be g reater 
than, less than, or exactly"cavered j2y”tbeL supply 3 J£he 
fireTg jSTimportant ^ this situation arises, 

it must further be recognized that no parTo Tthe sup ply 
ca n br wtth 'Jira wn wrEEout leaving ims^ tisfigd rrm. 
cr ete need ffiFTvhTcTT previously provision had been m ade 
Inpractice tliereare vanous consequences : the owner has 
to make a choice between the more important needs 
1 Ibid , pp n-17 * Ibid , p 51 
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which he will continue to satisfy, and the less urgent which 
he must reconcile himself to leaving unsatisfied Other- 
wise expressed, he must plan out the most expedient 
manner in which the available supply of goods can be 
used This is the meanmg of economics (wirthschajt), 
and these are economic goods 1 Economic goods, in] 
short, are goods which we are compelled to economize 
because the supply is madequate, we have to decide that 
they may be applied to certain purposes and should not 
be applied to others In the case of non-economic goods, 
on the other hand, where the supply exceeds the need, 
there is no occasion to arrange possible uses in a descend- 
ing order of importance, or to plan out the wisest employ- 
ment of the available supply 2 

It follows from this that the economic or non-economic 
character of a good is no inherent immutable property 
It arises from the proportion between the want or the I 
need and the quantity available, in short, it expresses! 
the “raret£” of Auguste Walras Accordingly, and 
further, it follows that goods may pass from one class to 
another by virtue of changes in this proportion Increase i 
of population, development of wants, the progress of men] 
in the knowledge of what may be serviceable to them 
well-being, any or all of these may lead to a change in| 
the character of the good 3 

So armed, we are prepared to meet the idea of value 
Value springs from the same causes as confer on certaml 
goods the quality of being “ economic goods ", it arises I 
from the relation of wants and supply, and from the fact 
that in economic goods a diminution of supply leads to 
a want unsatisfied, or a want less adequately satisfied 
than before Speaking generally, it expresses the impor- 
tance or the significance which goods acquire in our eyes 
owing to our consciousness of the fact that we are 

1 Ibid pp 52-53. * ibid , p. 57. * ibid . p 62 



THE AUSTRIAN SCHOOL 


340 


dependent on our disposal of them for the satisfaction of 
our needs Value, then, is a judgment of the mind, not 
a property of the thing or an independent entity 1 

Different needs are of different importance Some 
preserve life, some minister to our comforts, some are 
mere luxuries But even so, taking the most fundamental, 
the importance attached to various concrete acts of satisfy- 
ing the desire for food vanes greatly Up to a certain 
point it mamtains life, later it may result in mere 
enjoyment If continued (gloomy prophet*) it may turn 
to pam, and finally impeni life and health itself This 
too familiar illustration is, however, pnmanly introduced 
in order to illustrate his scale of the importance of needs 
Admittedly the demand for bread serves a more important 
purpose than the demand for tobacco, at least it starts 
off with a higher importance But it may, and does 
happen, that later satisfactions from bread are less than 
the earlier satisfactions from tobacco Economically] 
after eating for a certain time, it is wise to smoke 2 ! 

Turning to the more objective problem of the determina- 
tion of value m any case, the question is complicated by 
reason of the fact that where a quantity of the good is 
in existence, different portions, applied m different direc- 
tions, may yield entirely different satisfactions Menger's 
example is of the farmer who has a reasonably adequate 
supply of grain, which after harvest he divides into 
different portions and mentally allots to various purposes. 
The first is to preserve the fives of his family, and sol 
we descend through next year’s seed, the brewing of' 
beer and brandy, until we end (since the farmer has 
enough) with a supply of what Menger pleasingly calls 
" luxus-thieren " — presumably chinchillas and guinea- 
pigs s The more familiar example nngs the changes on 
Robinson Crusoe, his man Friday, his dog and his parrot. 

1 Ibid , pp 78, 86 • Ibtd , p 91. * Ibtd , p 96 
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Under these circumstances, what is the value of the 
quantity of com which we take as the unit’ The answer, 
as so often, is found by asking another question What 
want would remain unsatisfied m the event of the destruc- 
tion or loss of the last portion in question? 1 In the cases 
supposed, the fanner would get nd of his chinchillas,] 
Robmson Crusoe would wnng his parrot's neck, and all! 
other needs would remain satisfied as before Further, 
as all like portions of the commodity are interchangeable, 
they must all have the same value, any of the sacks of 
gram may be the last In the case supposed by Menger 
the value of the unit of com is represented by the pleasure 
of keeping " luxus-thieren ” Thus m general we get the 
determination of value The value of any portion of 
goods, when a supply exists, is represented by the least 
important use to which such a portion is applied 2 

In the case of those goods which are m direct touch 
with the consumer, goods of the first order, the determina- 
tion of value is thus a problem which admits of a 
solution which is easily comprehensible To put the point 
of the previous paragraph in a slightly different form, 
value will be determined by the use which would first be 
sacrificed in the event of a curtailment of supply And 
it is further clear that with a curtailment of supply, the 
value will nse Crusoe, with his six sacks of gram, 
evaluates each by the pleasure he denves from his parrot’s 
conversation When the rats eat one sack and the 

1 Ibid . p 98 

* Ibid , p 99 The exact words may be given • “ . . der Wert 
einer Teilquantit&t der verfflgbaren Gtftermenge 1st fflr jede 
Person demnach gleich der Bedeutung, welche die am wenigsten 
wichtigen der durch die Gesamtquantitht noch gesicherten und 
mit einer gleichen Teilquantit&t herbeizufOhrenden Bedflrfnisbe- 
fnedigungen fQr sie haben " This is merely a fragment of a 
longer statement, Menger' s sentences and paragraphs, which 
are sometimes indistinguishable, frequently seem to call for 



THE AUSTRIAN SCHOOL 


35i 


stuffed parrot adorns the mantelpiece, each sack assumes! 
the value of a dog — and so on through rising stages until, | 
when there is only one, it has for Crusoe the supreme 
value he attaches to Robinson 
When we come to goods of a higher order, we are, 
however, confronted with complexities which the Austrian 
school, despite the utmost ingenuity, never satisfactorily 
resolved It is fundamental to the Austrian view that 
value is reflected back, as against the erroneous cost-of- 
production theory which attnbutes value to a product, 
because goods possessing value have been spent and 
consumed m its production, and which thus derives the 
value of goods of a lower order from the value postulated 
to be already existing in goods of a higher order As 
Menger says " The value of goods of a higher order is 
always, and without exception, conditioned by the value 
of goods of a lower order towards the production of which 
they are subservient There is, indeed, the further 
complication that the element of time enters, so that the 
value of goods of a higher order to-day reflects the 
prospective values, some time hence, of the goods they 
are instrumental in producing 3 
But to determine how much value each of the goods 
of a higher order derives from the value of the final 
product is clearly no easy matter Menger' s solution is 
obviously inadmissible The difficulties are patent Each | 
product is the result of the co-operation of a group 
(which may be large) of goods of a higher order, not all 
of which may, however, be essential Menger notes that 1 
gram results from the co-operation of land, manure, I 
agricultural machinery and labour, and there may be 
much more 3 But, though the use of manure increases 
the supply obtained, nevertheless, even without any 
manure, the crop will not entirely fail, so also the absence > 
1 Ibid , p 124 1 Ibid , p 138 • Ibid , p 139 



352 DEVELOPMENT OF ECONOMIC DOCTRINE 

f of manure might be counteracted by increased labour in 
other directions Moreover, there is the further complexity 
that complementary goods, which enter into a given 
combination with a view to the production of one com- 
modity, may also, m another combination, stand in a 
similar relationship to an entirely different good of a 
lower order There is more than one kind of agricultural 
produce, and very different values attach to each of 
them In this criss-cross of uncertainty, how much value 
may we allow the manure to derive from the value of 
the gram ? Menger rightly says that the value of a 
higher good cannot be equivalent to the satisfaction 
yielded by the whole product which it helps to create 
What he suggests is that the value of a higher good is 
represented by the difference which its presence makes, 
or the loss which would be sustained by its withdrawal 
from the group 1 This, however, is clearly inadmissible 
It is unnecessary to go into refined arithmetical examples 
to realize that the withdrawal or destruction of land would 
have a devastating effect on agriculture, and therefore, 
on Menger’s principles, the whole value of the product! 
should pass to land, yet the contribution of agricultural] 
implements and of manure cannot be denied To the 
ordinary man, therefore, it would seem that, on Menger's 
solution, goods of a higher order might jointly derive from 
a good of a lower order a greater value than that good 
itself possesses Men ger. it should ha -*wted. applies, 
alth ough in a very j fflefjhscusafln, the same principl e to 
the q uestion of the determination of wages The value ofj 
labour in any given case is - represented by the loss 
we should suffer in the event of that labour being with- 
drawn 2 

Lastly (or at least lastly for our purposes), Menger 
applies the general principles underlying his doctrine to 
1 Ibid. , p 142 * Ibid , pp 149*150 
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the problem of the motives promptmg to exchange, and 
the extent to which exchange should be carried Daring 
to make game of Adam Smith’s odd phrase regarding the 
“ propensity to truck ,” 1 he shows that exchange is rooted 
m the ordinary individualistic impulse striving for the 
completest satisfaction of needs Wherever A has pos- 
session of certain quantities of a good which have for him 
a less value than certain quantities of another good whicl 
are in the possession of B (and the reverse position hold 
the other way round), it will be advantageous for botl 
that exchange should take place, and it is only necessary i 
to confront the six horses and the one cow which A] 
possesses against the six cows and the one horse which! 
B has, specifying the diminishing value which each 
successive unit of cow and horse has in the eyes of A 
and B, to see up to what point exchange should take 
place It is necessary to mention this point, but 
unnecessary to expand it, since this is one of the points 
more fully developed by Bohm-Bawerk 3 

Before leaving Menger, it is perhaps worthy of mention 
that he does no t use the word ** marg in,” which was 
lying ready to hand fn the wn tings of von Thunen It 
is to Wieser that this familiar friend is due, Menger him- 
self penphrastically speaks of the ” least important " use. 

Wieser 

As we are here concerned only with the general 
ideas of the Austnan school, the other leading members 
must be more summarily dismissed Menger laid down 
the broad lines of doctnne, the others elaborated, and 
the elaboration became so subtle in its higher reaches, that 
one is tempted to concur in the view that the consequent 
advantage is to be found rather m the intellectual 
gymnastics performed by these authors than m any new 
‘ Jbtd . pp 153-154* * J&ki - PP* 159-168 

M 
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) results obtained Fnedrich von Wieser 1 (1851-1926), who 
followed Menger with his Ursprung und Hauptgesetze des 
Wirthschafthchen Werthes (1884), provided in his latei 
Natural Value (1889) what was doubtless the most 
characteristic statement of Austnan doctrine Relymg on 
Gossen’s Law of Diminishing Satisfaction, he gives a 
more precise statement of the doctnne of marginal utility, 
to which he gave the now accepted name of “ Grenz- 
nutzen ” His approach is definitely psychological Our 
interest is primarily in our satisfactions, but under certain 
conditions — primarily the limitation of the supply of goods 
and the power to modify the extent of that supply— 
the interest is transferred from the need to the thing 
which satisfies that need, and which thus becomes 
invested with value 2 The most characteristic part of 
Wieser’s contribution to the school lies m his doctnne of 
Zurechnung, which has been acclimatized m this country 
as “imputation” or “ attnbution ” It has been seen 
that one of the leading tenets of the school is that value 
•exists pnmanly and essentially in goods of the first order 
— goods, that is to say, which, immediately serving the 
uses of the consumer, obtain a value directly from an 
estimate of their marginal use. To all goods of higher 
order, production-goods, value is reflected back The 
needle denves its value from the value of the stocking, 
the plough, ultimately, from the value of the bread, and 
so on Here anses the problem of “ imputation ” In a 
sense the higher goods have no value until a value is 
“ imputed ” or “ attributed ” to them, but on what 
principles is a share of the value to be imputed to goods 
of a higher order? It is scarcely too much to say that 

1 Bom 1851, educated at Vienna, for a short time m the Civil 
Service, then teaching m the Universities of Vienna and Prague, 
returning to Prague in succession to Menger Minister of Com- 
merce, 1917, returning later to his Chair Died 1926 

* Ursprung , p 81 
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Wieser’s whole theory consists in an analysis of the 
working of the process of imputation Two points are 
worthy of notice Firstly, imputation follows the 
marginal law, here also it is in the light of the least 
important product that we must determine what value 
is to be reflected back or “imputed ” 1 Secondly, he 
differs from Menger in his method of determining the 
value of complementary goods. Menger, it will be 
remembered, had suggested that the value in such a case 
would be determined by the loss which would result 
from the withdrawal of the good from the combination 
In a senes of chapters 2 Wieser argues, as against Menger, 
that in the case of a stock of heterogeneous goods, when 
one is removed, the others are simultaneously deprived 
of a portion of their effect Consequently, “ the deciding 
element is not that portion of the return which is lost 
through the loss of a good, but that which is secured by 
its possession ” 8 Wieser's own solution is to determine 
what he calls the " productive contnbution " by the use 
of a senes of equations, showing the results of using the 
goods in varying combinations 
Though Wieser furnishes the classical statement of 
marginakst doctrine, nevertheless he seems to attempt a 
reconciliation of the Austrian theory of value with the cost- 
of-production theory In one passage of his Ursprung* 
he speaks of the process of value-formation as being a 
circular course. It rises from consumption-goods to 
production-goods; when determined there, it again 
descends from production-goods to consumption-goods. 
The descending branch whereby, in the hard reality of] 
practice, the cost of the production-goods has to be met 
by the value received from the product, is visible of all 

1 Natural Value, Book III, chap 8 

* Ibid , Book III, in particular chaps 4-6. 

* Ibid , p 85 of English translation. 

4 Urspnng, p 156 
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^men, not so the ascending (and pnor) branch, which 
originally gives the productive goods their value Once 
value has been conferred on & good of a higher order, it 
appears to us as a " gegebene Thatsache,” a datum in 
all subsequent transactions Thus Wieser’s view would 
appear to be that the cost-of-production theory of value 
is not so much erroneous as incomplete It is true so far 
as it goes, and in most cases is so m practice, but it does 
not push its inquiries far enough to find the source of that 
value which it accepts as existing m the productive goods 
Bohm-Bawerk 

The third of the great Austrians who form the core of 
the Austnan school is Eugen von Bohm-Bawerk 1 (1851- 
1914), perhaps the best known m this country, by reason 
of his theones regarding interest, and his very brilliant 
assault on the Marxian system For our immediate 
purposes, Bohm-Bawerk is the author of two considerable 
works, both of which have fortunately been translated, 
one under the title of Capital and Inte rest, and the other 
as The PgsituieJI heoryof Cap ital The former is an 
elaborate criticism of” aU earlier theones of interest, so 
that the work is m substance a very learned and detailed 
history of economic doctnne on this one point This work 
is wholly destructive and cntical. and though it prepares 
the way for a statement of the author’s own views, it does 
not m fact contain such a statement It is to its com- 
panion work, The Positive Theory of Capital, that we 
must turn to get Bohm-Bawerk' s contnbution to Austrian 
doctnne 

So far as the mam parts of his work were concerned, 

1 Bom at Brttnn, in Moravia, in 1851, studied at Vienna, 
employed for a time in the Finance Department of the Imperial 
Government Returned to academic life, and ultimately became 
Professor in Vienna In 1890, Mimstenalrath in the Finance 
Department Remained in the Government service until 1909, 
thereafter again Professor in Vienna 
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Bohm-Bawerk rightly recognizes that on the whole, and 
apart from the discussion of interest, he was able to follow 
m the footsteps of previous theorists (Menger and Wieser) 
For our present elementary purposes, it is therefore 
unnecessary to attempt any survey of Bohm-Bawerk as a 
whole There are, however, two points in Bohm-Bawerk’s 
doctrine to which reference is frequently made, and which 
may therefore be briefly noted here One is his theory 
that price is determined by what he calls the " marginal 
pairs ”, the other is represented by his views on interest, 
a subject which he describes as the " heavy part " of his 
leading work 

The theory of the determination of price by the so-called 
“marginal pairs” is to be found in the concluding 
portions of Bohm-Bawerk's discussion of "price ,” 1 m 
which up to a point he shrouds obvious truth behind 
considerable complexity of statement In the case of 
isolated exchange 2 the price will be " determined some- 
where between the subjective valuation of the commodity 
by the buyer as upper limit, and the subjective valuation 
by the seller as lower limit ” Putting it m everyday 
language, m the isolated exchange the buyer will not pay 
more than he thinks the thing is worth, nor will the seller 
sell for less than he, on his side, thinks it is worth, and 
the actual price will fall between these two limits. Next 
he advances to one-sided competition among buyers,* and 
again it is obvious that " the most capable competitor,” 
the buyer who is willing to go furthest, will be the 
purchaser, and it is also obvious that the price will be 
somewhere between his valuation (the price to which he 
is willing to rise) and the valuation of the " most 
capable of the unsuccessful competitors ” In an auction 

1 Positive Theory of Capital, Book IV. 

• Ibid , Book IV, chap a 
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the buyer will be the man prepared to give most, and he 
will have to go beyond the limit set by the bidder, who, 
next to him, hangs on longest All this is truth such as 
scarcely requires an Austrian for its unveiling. 

It is when Bohm-Bawerk comes to the idea of two-sided 
competition 1 that the idea of " marginal pairs ” emerges 
For the sake of clanty it may be as well to take his own 
example Ten people anxious to buy a horse come toi 
market, where they are confronted by eight people each 
anxious to sell a horse, and by a remarkable coincidence 
no one horse differs from any of the other seven in any 
conceivable respect. The buyers and sellers each come 
with a different valuation of what a horse is worth, and m 
Bohm-Bawerk' s illustration the valuations are as follows 


Buyers 


A, values a horse at 
(and will buy at 
any pnce under) 


A. 

A. 

A. 

A. 

At 

i 


£ 30 


28 

26 

24 

22 

21 

20 

18 

17 

15 


B, 

Seller* 

values a horse at 

£10 

B, 

(and will sell at 
any price over) 

IX 

B. 


15 

b 4 


17 

B, 


20 

B. 


21 

B. 


25 

B. 


26 


Under these circumstances what will happen? Clearly 
Aj, the most capable buyer, will buy a horse, he is in fact 
prepared to give a pnce which would mduce any of the 
eight potential sellers to part with his horse So likewise 
B x is sure to sell for similar reasons A 1 and B t are in 
fact sure to do business (though not necessanly with one 
another) Had they met in isolation, the pnce amved at] 
between them might have been anything ranging from just 
over £10 to something just under £30, depending on which 
happened to be the better player of poker But in actual 


1 Ibid , Book IV, chap 4 
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fact the limits within which the price may range will be 
restricted for them by buyers and sellers with less latitude. 
So A a and B a can be relied on to do business, again withir 
limits determined by less " capable " buyers and sellers. 
Looking down the table, it is clear that the last people 
who could do busmess would be m fact \ and B 8 , those 
who just fail to do busmess are A # and B # These are the 
marginal pairs, and while B,, who is a certain seller, may 
sell his horse to any of the A’s who in fact buy, the pnce 
at which the transaction will be earned through will be 
determined within the limits set by the last ms and the 
last outs Waiving refinements, pnce is determined 
within the limits set by the subjective valuations of the 
marginal pairs The important point in all this lies in 
the mferences which flow from the doctrine of marginal 
pairs, for it follows, firstly, that every market pnce is 
itself a marginal pnce, and secondly, that pnce, despite 
its apparent objectivity, is the product of subjective 
valuations 

The other point of fundamental importance m Bohm- 
Bawerk, that indeed which he made peculiarly his own, is 
the su biect of inte rest The point to be explained is why j 
present goods have a higher subjective value than future/ 
goods of a like kind and number, why in fact £100 to-dayj 
is worth £105 a year hence, m other words, why interest! 
emerges Of this problem neither Menger nor Wieser had' 
given a wholly satisfactory account Bohm-Bawerk's 
explanation is largely psychological, resting on the fact 
that we systematically discount the future He advances 
three mam influences operating m this direction 1 Firstly, 
m so far as we expect to be better off in the future, a like 
sum to-day will have a higher marginal value than the 
same sum m those more affluent times towards which (as 

1 Dealt with successively 10 Posit tve Theory of Capital, Book 
V, chaps 2, 3 and 4 
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we hope and trust) we are steadily moving This applies 
to all who, being m embarrassment, expect to escape from 
their toils, it applies to the vast multitude who hope to be 
better rewarded in future, when their deserts are more 
worthily recognized It does not apply to people on the 
down-grade, who are moving inexorably towards a pension 
of 4o/8oths, or something worse, but even here present 
goods are, in the worst case, at least equal in value to 
future goods, since they can in general be earned forward 
without loss of value, and moreover they may act in the 
meantime as a reserve fund for anything that may turn 
up Even such people therefore will rate present goods 
as high as, and perhaps slightly higher than, future goods 
This, then, is the first reason for discounting the future, 
and anses from the fact that the hope which spnngs 
eternal m the human breast leads us to anticipate less 
stnngent days ahead 

The second reason is that, just as we tend to over- 
estimate our means m the future, so we tend to under- 
estimate our future wants This likewise is a complex 
of vanous influences Partly it is due to a lack of 
imagination, we do not realize how many things we shall 
want next year, how many pleasures will plead to be 
tasted, how many "calls,” not to be avoided, are sure 
to be made upon us Partly it is lack of will, we are 
feeble creatures, running through our salary on the day 
we get it, although we have an intellectual apperception 
of the fact that there are other thirty days in the month, 
weakly making promises even when, in making them, we 
know we are letting ourselves in for trouble As a con- 
sequence we pit our goods in the future against a body of 
wants and demands which, when the time comes, will be 
greater than we have allowed for The effect of these two 
errors of optimism, in putting our future resources at a 
maximum and the future claims against us at a minimum, 
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leads us to think that our money will go further in future, 
and will therefore have a lower marginal utility than, alas, 
we shall find to be the case when the time comes Thus, 
quite apart from the fact that life is short and uncertain 
and we may never have a future, " we look at the 
marginal utility of future goods diminished, as it were in 
perspective M1 

The third cause advanced by Bohm-Bawerk in explana- 
tion of the emergence of interest is of a different character. 
It relates to the superiority of what he calls “ roundabout 
methods of production ” More can be produced by a 
wisely chosen capitalistic process than can be obtained by 
direct unassisted production Longer methods of produc- 
tion lead to a greater product, and therefore in comparing 
present and future goods, present goods are technically 
preferable in enabling the capitalist to obtain the advan- 
tages of roundabout methods of production, and the larger 
yield in the future This leads to some of the points 
round which most discussion has centred, it is sufficient 
here to note the technical superiority of present goods, 
viewed from the angle of roundabout processes of 
production a 

Menger, Wieser and Bohm-Bawerk together sufficiently 
represent for the beginner the core and nucleus of the 
Austrian school, but perhaps a fourth writer claims, and 
can hardly be refused, inclusion among the original 
founders It is obvious to us to-day that all the essentials 
of the Austrian theory are applicable not merely to the 
economy of the individual, but also to the economy of the 
State, and in particular that in that most crucial point of 
contact between the individual and the State, represented 
by taxation, that which is transferred to the State will 
also have for the State a marginal utility The State may 

1 Ibid , p 258 (English translation) 

* See, e g , pp 82, 268 of the English translation 
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take, and apply to less urgent purposes, money which 
might have been more profitably employed by the tax- 
payer This is indeed a rather dowdy old truth, which, 
however, is clearly capable of being neatly dressed in a 
chic Viennese confection A discussion of this aspect of 
the question was the peculiar contribution of Emil Sax 
m his Grundlegung der Theoretischen Staatswtrthschaft 
(1887) He applied Austrian thought to the economics of 
the State, and in particular used it to develop a theory of 
taxation. 
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Though the leaders of the Austrian school lived well into 
the twentieth century, their work was m fact accomplished 
in the i87o’s and the 1880’s Smce then it is almost 
certainly true that more books on economics have been 
written than in the whole of the previous preparatory 
existence of the planet, and some of these by writers who 
are worthy of being placed among the greatest writers of 
all time To allow the curtain to fall on the Austrians 
may therefore appear to be an act savouring of excessive 
cowardice Yet even for such a prudent act as cowardice, 
excuses and pleas may be entered In the first place, it is 
wise that what purports to be a history, designed to be 
used along with a text-book, should stop with the day 
before yesterday, and should leave the economic doctrine 
of to-day, and probably of yesterday, to be expounded in 
the ordinary text-book, or m the class-room The current 
account of economic principles, whether embodied in a 
vendible commodity of the usual type, or delivered in the 
form of a course of lectures which pensh in the instant of 
their performance, should reflect and expound the wrang- 
hngs of the last twenty or thirty years Consequently, so 
far as this book is concerned, those writers who have not 
yet become a matter of history may be left for treatment 
in the adjacent arena It is for those who tram the young 
in economic ways to interpret Marshall and Nicholson in 
the immediate past, and Pigou, Keynes, Hawtrey, 
363 
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Robertson and an endless chain of others in the present, 
not forgetting Schumpeter and Pareto, Cassel and J B 
Clark, Wicksell and Knapp, and as many more as there 
may be room for And may they be guided m satisfying 
all intelligent inquirers! 

Secondly, though it is perhaps merely expressing the 
same pomt from a different angle, we are still too near 
post-Austnan developments to be able properly to assess 
their value It is a wise ant that knows the highest tree 
of the forest in which he pursues his economic activity 
Time has a strange tnck of putting down the mighty from 
their seats and exaltmg those of Tow degree, and it may 
later be found that some who have made most noise have 
been merely loud-speakers m a cul-de-sac We may make 
'reasonably accurate guesses as to the most influential 
personalities of the last generation, but till they and their 
works have been scrutinized by the relatively indifferent 
eyes of our children, they are merely candidates for 
immortality 

Yet perhaps m conclusion something ought to be said 
with regard to the state of economic doctrine in the inter- 
vening generation since the Austrians and the position 
to-day, without, however, being so rash as to condescend 
to particulars It may be said that m these last fifty years 
much thought has been dominated, and all thought has 
been influenced, by the " margin " and the other ingredi- 
ents of the Austrian point of view In this country the 
leading figure has undoubtedly been that of Alfred 
Marshall (1842-1924), who, as a first approach, is perhaps 
best viewed as representing an endeavour to give Austrian 
ideas their due place, without becoming swamped m 
Austrian super-refinements, and thus to effect a synthesis 
of the Austrian ideas and the older Political Economy. 

Yet, though marginalism provides the stimulus to much 
of the best thought m the last generation — J. B. Clark 
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is another striking example, to take but one — there are 
indications that the master-key of the Austrians is no 
longer regarded as the Open Sesame which it appeared to 
be on its first announcement The margin has certainly 
come to stay, it is ineluctable, and cannot be avoided even 
by changing its name, though this is a device to which 
resort has not infrequently been made m the history of 
human thought So long as there are limited supplies, 
and purposes or satisfactions of varying degrees of import- 
ance, it is of the essence of economics that the more urgent 
need be satisfied first Somewhere a satisfaction or a 
purpose will be included while its neighbour is excluded, 
and where the guillotine falls, there will the margin be, by 
whatever nomenclature it be disguised But the cloud- 
capped towers of the Austrian edifice are scarcely any 
longer regarded as providing the desirable flats for 
economists which we imagined them to be when we were 
very young The vertigo which accompanies residence in 
these altitudes is insufficiently compensated by the gym- 
nastic training mvolved m getting there It is doubtful 
whether we consume according to the principles of the 
differential calculus; consumption may indeed be a dis- 
continuous process It is doubtful also whether we may 
not have accepted too unquestioningly the universal 
applicability of the Law of Diminishing Utility, putting 
aside the baser satisfactions, when the lean and hungry 
belly barks for food, it may be that the things with regard 
to which appetite comes with eating are as numerous as 
those which end with satiety and repleteness 
Partly, then, because of a vague dissatisfaction with its- 
psychological basis, and partly for other reasons, there 
has perhaps been a growing disposition to be critical 
of marginalism, at least in its subtler applications. Yet, 
so far as the ordinary eye can see, there has been no 
definite movement in any direction to replace it. 
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Economics to-day is, indeed, m some respects in a 
curious position, its professors suffer from economic 
agnosticism, if indeed the agnosticism does not amount to 
an active lack of faith in all dogma Take, for instance, 
a statement which embodies the faith, or lack of faith, 
•of the Cambridge school, on whom the mantle of Marshall 
rests— echoing, as it happens, a saymg of Marshall 
himself " The theory of economics does not furnish a 
body of settled conclusions immediately applicable to 
policy It is a method rather than a doctnne, an 

apparatus of the mind, a technique of thinking, which; 
helps its possessor to draw correct conclusions” 1 To, 
say that economics is a method rather than a doctnne, 
that it is not a body of concrete truth but an engine for 
the discovery of concrete truth, is to express with great 
felicity the view that economic truth, as such, is unattain- 
able. So likewise Schumpeter, looking back on a penod. 
of ten or twenty years ago, speaks of the prevailing! 
” tendency among many of the most competent economists 
to discourage further investigation into its time-j 
honoured problems, and to consider further refinements! 
as superfluous or worse,” and of the belief, then existing/ 
fhat "the great work had been done” So also Mr.] 
Homan, m a chapter on " The Present Impasse ” : 

! " Apparently weaned by controversy, and perhaps 

j impressed by the futility of further refinements of abstract 
i theory in the face of the complex facts of modem life, 

I economists for the most part made an end of controversy 
! some fifteen or twenty years ago, and turned their atten- 
tion more largely to a realistic study of the life about 
fhero ”* 

Such is the explanation of the " anti-theoretic schools 

1 General Introduction to the Cambridge Economic Hand- 
books 

* Homan, Contemporary Economic Thought, pp 442-443 
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of thought," the self-styled " institutionalism " which has 
attamed prominence in America, and which Schumpeter 
regards as the Nemesis of the petrification of theory. 
Whether indeed it be possible to leave theory in bond, 
and thereafter throw oneself on the facts and the 
problems, without later and surreptitiously being com- 
pelled to apply for the release of certain instalments of 
theory ad hoc, need not be discussed In any case, the 
institutionalists are a curious illustration of the economic 
agnosticism of recent years, even if, as some hope, that 
agnosticism may be passing 1 

Another reason for the indecision and agnosticism of 
recent economic speculation is to be found m the fact 
that socially and politically we are living in an age of 
transition In the grandiloquent old phrase, " humanity 
is on the march " The Political Economy of the nine- 
teenth centuiy reflected the conditions in which it was 
bom, and assumed fullness of competition, rooted in the 
uncontrolled action of individual self-interest But com- 
petition and laissez-faire, if they are still something more 
than dim memories, are, at least, like other surviving 
Victorians, " not what they once were ” Men are no 
longer units, they are being compulsorily coagulated into 
groups, and the forces of combmation and regulation are 
producing a society very different from that which the 
nineteenth century Political Economy set out to interpret. 
That we are in a transitional stage between individualism 
and collectivism, by no means sure how far we shall 
travel nor at what speed we shall move towards our 
unknown destination, is a contributory factor to the 
recent dissatisfaction with economic theory, since mevi- 

1 For an expression ot the recent and current American point 
of view, reference may be made to the collection of essays by 
various writers edited by R G Tugwell under the title The 
Trend of Economics. 
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tably the assumptions on which theory has been based 
have appeared to lag behind the facts What once was 
an explanation tends to become a first approach to an 
explanation, and the ardent and impatient spirit conse- 
quently protests against the unreality of all theory: 

Grau, theurer Freund, ist alle Theone, 

Und grun des Lebens goldner Baum 

But if the economists of to-day are commendably 
modest regarding the validity of any general body of 
dogma— if m this country at least they have learned to 
shun the treatise — this consideration has in no wise 
restrained their ardour in the pursuit of truth, even if 
truth be recognized as an elusive goddess In particular 
in the upheaval of war and the maladjustments of peace, 
nearly all the subjects of most urgent controversy have 
been primarily economic in character In these circum- 
stances the monograph becomes a necessity the stately 
statement of principles, the emblem of concrete truth, 
becomes but a beacon shining from an unattainable land 1 
There has thus been opened up an extensive senes of 
problems which have recently been subjected to a 
subtlety of analysis which Ricardo, in his most Ricardian 
moments, might have envied Among such may be 
mentioned the whole theory of money, the problem of the 
rate of exchange between different countries, the theory 
and practice of banking, especially in the consequences of 
changes in the rate of discount, and the beanng of all 
this on the trade cycle Mr Keynes has very properly 
commented on the paucity of attention which the theory 
of money has received in the past It may be that in 
the voluminous discussions on these matters consequent 

1 For a suggestive discussion of the different functions of the 
treatise and the monograph, see Mr Keynes's short biography of 
Marshall in Memorials of Alfred Marshall pp 35-36 
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on post-war phenomena, m which m this country the 
writings of Mr Keynes, Mr Hawtrey and Mr Robertson 
play an important part, we have the beginnings of a 
new and significant chapter in economic speculation. 
But there is one point on which it is difficult to suppress 
a sentimental sigh In the past, economics has been, 
m the mam and with certain notable exceptions, a study 
within the reach of the intelligent and leisured layman 
Anyone can read Smith and Mai thus, everyone (heaven 
help him I ) was meant to read Marx If intelligent people 
get lost m Carey, it is equally true that quite intelligent 
people never reach the end of Sir Charles Grandxson — and 
doubtless for similar reasons But Professor Robbms is 
probably right in saying that the economics of the future 
" will not be a body of knowledge accessible to every- 
one " To profit by Mr Keynes’s Treatise on Money or 
Professor Pigou’s Industrial Fluctuations, to take the first 
two examples that come, calls for a greater equipment 
than a combination of intelligence and curiosity 

It may be suggested that a time of comparative 
scepticism and agnosticism with regard to economic 
dogma is an inappropriate juncture for the study of the 
history of economic doctrine in the past. If in our 
more restrained days economics is a method rather than 
a doctnne, if it is only an apparatus of the mind, a 
technique of flunking, why should we trouble about 
the shots at truth which our over-confident forefathers 
may have made? But indeed it is primarily in such 
an age that a study of the history of economic doctrine 
is most profitable When there is no dominant school, 
when theory is in solution and truth may be anywhere, 
ideas of all kind, mutually contradictory, j’ostle against 
each other in the pot in which public opinion is cooked. 
Dr Hans Honegger has recently, with great danng, 
written an excellent little book expounding the present 
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position of economic thought, especially as represented 
in Germany 1 But when he comes to classify his 
Gedankenstromungen, there are so many streams of 
thought that the result is an obvious whirlpool Apart 
from the pure economic schools, brooding on the margin, 
there are, m his nomenclature, Neoltberaltsmus , Neomer- 
kanUltsmus, N eosoztalismus and Neoromanttk, each 
represented by very distinguished names A similar result 
would emerge from any attempt to classify the streams 
of thought in this country during the last quarter of a 
century, and from this angle, for a comprehension of the 
present, a knowledge of the past is essential We also 
have our neo-mercantihsts, so also we have our neo- as 
well as our palaeo-liberals Alongside our economic 
cubists panting for the twenty-first century, we have our 
mediaevahsts hankering after the fourteenth We have 
individualist luncheons and we have all degrees of 
etatisme At cattle shows and at farmers’ banquets the 
voice of the Physiocrat is heard in the land No point 
of view, once expressed, ever seems wholly to die, and 
in periods of transition like the present, our ears are 
full of the whisperings of dead men 

1 Volhswirtschajtliche Systems der Gegenwart 


NOTES FOR FURTHER READING 

(The purpose of these notes is not to provide anything 
with claims to be regarded as an adequate bibliography, 
but merely to furnish suggestions for further readmg The 
list is therefore restricted to books which are likely to be 
available, or at least to be obtainable ) 

General 

The student will find two books especially serviceable 
as general histones Haney, A History of Economic 
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Thought (Macmillan), and Gide and Rist, A History of 
Economic Doctrines The former is the nearest approach 
to an exhaustive history in English, even though it may 
have the defect of too conscientiously aiming at com- 
pleteness, the latter is the standard French work, and 
from the Physiocrats onwards, it provides a valuable 
senes of studies of successive phases of economic thought 
An excellent translation is available (Harrap) The third 
of the standard works, Ingram, A History of Political 
Economy (Black), seems to me somewhat unequal, and 
tends, especially m the last chapter, to become a list of 
names Pace’s Short History of Political Economy in 
England (Methuen) is confined to the leading figures in 
English Political Economy, and combines cnticism and 
biography For the student who reads German, Oncken, 
Geschichte der Nationalokonomie (Hirschfeld) provides 
one of the best and most learned accounts of the pre- 
Smith period It is largely devoted to the mediaeval penod 
and the Physiocrats 

Of more recent books five may be mentioned Quite 
recently (1930) Spann, Die Haupttheonen der Volks- 
wirthschaftslehre has been translated under the title Types 
of Economic Theory (Allen and Unwin) This book has 
its interesting aspects, but it suffers from being wnttea 
by the head of the Neo-Romantic School, and it reveals 
a certain amount of bias, and indeed lack of comprehen- 
sion, where the author’s sympathies are not engaged The 
first two volumes of Gonnard, Histoire des Doctrines 
Economtques (Libraine Valois) are wholly admirable 
examples of the felicity and clanty of French exposition 
Somehow the third volume seems less happy, at least 
to an English reader Mombert, Geschichte der Nattonal- 
dkonomte (Fischer, Jena), though somewhat ponderous, 
has two ments, it covers the ground very systematic- 
ally, and it has very full bibliographies attached to 
each section Surinyi-Unger, Philosophic in der Volkswirt- 
schaftslehre (Fischer, Jena, two volumes), does not profess 
to be a history of Political Economy nor a history 
of philosophy, but m fact, m its comprehensiveness, it 
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provides a very learned and exhaustive discussion of 
nearly all aspects of the history of economic doctrine It 
is so extensive, however, that it should perhaps be 
commended only to the leisured or the specialist Lastly, 
Schumpeter, Epochen der Dogmen- und Methodengeschichte, 
contributed to the first part of the Grundnss der 
Sozialokonomtk (Mohr, Tubingen), is an admirable short 
summary, but one feels that it will yield its full value 
only to those who bnng a considerable measure of 
knowledge to its perusal These should be sufficient so far 
as concerns books of a general character, but the insatiable 
student will find an extensive bibliography of the older 
general books in Haney 

Monroe, Early Economtc Thought (Harvard University 
Press), and Gemahhng, Les Grands Economistes (Sirey), 
contain useful selections from leading economists, the 
former, however, being entirely pre-Smith The various 
volumes m the Petite Bibliothdque Economique (published 
by Guillaumin) give, for each author included in the senes, 
a general introduction, followed by selections which are 
usually made with discrimination These are easily 
obtained second-hand 

Spectal 

Apart from the foregoing works which are general and 
comprehensive in their character, it may be convenient to 
add a few references relating to the separate chapters 

Chapter I Laistner Greek Economics 

Chapter II O’Brien An Essay on Mediaeval Economic 
Teaching, Tawney Religion and the Rise of Capitalism, 
Ashley An Introduction to English Economic History and 
Theory 

The German-reading student who shies at the totality 
of St Thomas Aquinas will find all the economic and 
political sections brought together m Ausgewahlte Schnften 
zur Stoats - und Wirtschaftslehre des Thomas von Aquino, 
edited by Schreyvogl in the Herdflamme senes (Fischer, 
Jena) 
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Chapter III There is not so much specialist literature 
about mercantilist doctrine as might be expected Mun 
has been twice reprinted m recent years (Macmillan and 
Economic History Society Reprints), and there are 
selections from Mun, Serra and Homick in Monroe's Early 
Economic 1 Thought Schmoller’s chapter on " The 
Mercantile System ” is also included m Macmillan’s series of 
" Economic Classics ” 

Chapter IV Higgs The Physiocrats Quesnay’s 
complete works have been edited by Oncken 
Chapter V For such a great man, Adam Smith has not 
been too well served m the matter of special studies, but 
there are biographies of a critical character by J Rae, F W. 
Hirst, R B Haldane and H C MacPherson On this 
and the following chapter, for the more philosophic aspects, 
reference may be made to Haldvy, The Growth of 
Philosophic Radicalism, and to Bonar, Philosophy and 
Political Economy in some of their Historical Relations 
Chapter VI Malthus's Essay and Ricardo’s Principles are 
available in Everyman’s Library The more important 
essays of Ricardo have been edited by Gonner The first 
edition of Malthus has been reissued by the Royal 
Economic Society See also Bonar, Malthus and his Work 
Chapters VII, VIII, IX and X Apart from the original 
authorities themselves, there is not much literature of a 
specialist nature available and suitable for the beginner on 
the subject of these chapters Rae has been re-cast and 
re-published as The Sociological Theory of Capital A 
study of Sismondi has recently appeared, Simonde de 
Stsmondi as an Economist by Mao-Lan Tuan Mailer’s 
more important works have been reissued in the 
Herdflamme senes, and the Isolierte Stoat is m the 
Sammlung Sozialwissenschaftlicher Meister (both senes with 
Fischer, Jena) List’s System of National Economy is 
available in a translation, see also Margaret Hirst, Life of 
Fnednch List Bastiat is easily accessible, being the kind 
of person who still has controversial value Carey, on the 
other hand, figures in second-hand catalogues with singular 
infrequency, all things considered 
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Chapter XI The literature relating to Marx is endless 
Apart from Capital itself, the following may open the door 
Beer, The Life and Teaching of Karl Marx, Salter, Karl 
Marx and Modern Socialism, Nicholson, The Revival of 
Marxism, Loria, Karl Marx, Laski, Karl Marx, Lmdsay, 
Karl Marx’s Capital, Bohm-Bawerk, Karl Marx and the Close 
of the System For a biography, see the works of Mehnng 
(the standard German work) and Rfihle (English translation 
available) Of the innumerable books on Socialism which 
inevitably deal with Marxism, two may be mentioned 
Skelton, An Analysts of Socialism, and Hearnshaw, A 
Survey of Socialism The second of these would, however, 
have been a more effective criticism if it had maintained 
a greater semblance of impartiality 

Chapter XII Two general introductions to the ideas 
of the Austrian school may be mentioned Smart, An 
Introduction to the Theory of Value, Wemberger, Die 
Grenznutzenschule Of the original authorities, there are 
English versions of Wieser, Natural Value and Social 
Economics, and of Bdhm-Bawerk, Capital and Interest, 
and The Positive Theory of Capital There is no transla- 
tion of Menger, who, according to Spann, lost faith in his 
doctrine, and would not allow a second edition to appear 
m his lifetime Gossen has been reissued by Prager, 
Berlm 

Epilogue Two waters have been courageous enough to 
endeavour to give (in German) an account of contem- 
porary economic literature Honegger, Volkswirthschaftliche 
Sy steme der Gegenwart, and Sur4nyi-Unger, Die 
Entwtcklung der Theoretischen V olkswirtschaftslehre tm 
ersten Vtertel des 20 Jahrhunderts. The latter is a too 
encyclopaedic account of all books published anywhere 
Homan’s Contemporary Economic Thought is confined to 
a study of J B Clark, Veblen, Marshall, Hobson and 
W C Mitchell Mr Keynes's account of Marshall m the 
Memorials of Alfred Marshall is an admirable biographical 
miniature The Trend of Economics, edited by Tugwell, 
represents the younger American point of view 
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